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STATISTICAL DATA OF THE ELECTRIC LIGHT AND POWER INDUSTRY 
ahieeite weet by the Edison Electric Institute—Covers 100% of the Industry 


DURING THE MONTH OF SEPTEMBER 


Kilowatthours Generated (Net) 


1938 


1937 


SOURCE OF ENERGY 


_ By Fuel Burning Plants...... 6,146,338 ,000 6,809,628 ,000 | Pr 
Bv Water Power....... 3,187 695,000 2,949, 160,000 + 8.1 
Total Generation. . 9 334,033,000 9 758,788,000 4.4 
Net Purchases 
From Other Sources..... 330,544,000 286,063,000 +15.5 
Net International Imports. . . 102,092,000 92,593,000 +10.3 
Total Purchased Power (Net) 432,636,000 378,656,000 4-14.3 
Total Input... 9,766,669,000 10,137,444,000 3.7 
DISPOSAL OF ENERGY 
Total Sales... 8,190,226,000 8,642,639,000 (a) 
Energy Not Reported as Sold 
Used in Electric Railway Department. . . 27,741,000 45,280,000 (a) 
Used in Electric and Other Departments 143,704,000 130,042,000 (a 


Furnished Free or Exchanged in Kind. 


Total Not Reported as Sold. . 


1,554,000 


172,999 000 


(Not Shown) 


175,322, 000 


(a) 


(a) 
Total Energy Accounted, For.... 8,363,225,000 8,817, ‘961, 000 — 5.2 
Losses and Energy Unaccounted For. 1,403,444,000 1,319,483 ,000 + 6.4 
Total Output (To Check Above “‘Input’’) 9 766,669,000 10,137,444,000 —- 3.7 


CLASSIFICATION OF KILOWATTHOUR SALES 


Based on FPC Classification September 1938 


Based on EEI Classificatién —September 1937 


Residential or Domestic................. 1,610,735,000 GA 1,480,525,000 
She Src dec ules was ne (Allocated to Other Classes) ( sa stent Me ‘Small Light and Power 1,528,194,000 
Commercial and Industrial. .......... 5,785,574,000 Commercial—Large Light and Power 4,933,647 ,000 
Public Street and Highway Lighting. . 155,533,000 Municipal Street Lighting 188,043,000 
Other Public Authorities. ........ 193,683 000 Street and Interurban Railways 329,979,000 
Sales to Railroad and Railways. . 407,482,000 Electric Steam Railroads. . 97,245,000 
Interdepartmental......... 32,464,000 Municipal and Miscellaneous 85,006,000 
Other Sales........ 4,755,000 


Total Sales. . 8,190,226,000 


CLASSIFICATION OF CUSTOMERS 


Based on FPC Classification—-September 30, 1938 
Residential or Domestic 22,961,773 
| Renee Seek ee are (Allocated to Other Classes) 
Commercial and Industrial. 4,578,034 


Commercial 
Commercial 


Sales to Ultimate Customers 


Small Light and Power 
Large Light and Power 


8,642,639,000 


Based on EEI Classification—-September 30, 1937 
i nae 22,282,652 
3,861,459 


568,030 


Public Street and Highway Lighting. 26,337 Municipal!-Street Lighting. 34,325 
Other Public Authorities... ... 74,733 Street and Interurban Railways 321 
Railroad and Railways. . 281 Electric Steam Railroads. 26 
Interdepartmental. . . . 284 Municipal and Miscellaneous 36,460 
CHM Ses 5.5... ; 3,513 


Total Customers. 27,644,955 


Total Ultimate Customers 


26,783,273 


Vol. 6, No. 12, Epison Evectric INSTITUTE BULLETIN; 
at Philadelphia, Pa., under the act of March 3, 1879. Publication office, 56th and Chestnut Sts., 
Lexington Ave., New York, N. Y. 
dison  Electri 


REVENUE (b) 
Based on EEI Clasification wwe 1937 
Revenue from Ultimate Customers $185,828,200 


Based on FPC Classification—September 1938 
Revenue from Sales (Excluding Sales to 
Other Electric Utilities). . 
Other Revenue....... 


Total Revenue. 


$183,712,900 
2,234,700 


~ $185,947,600 


ESTIMATED DOMESTIC ELECTRIC SERVICE RATIOS 
(For the 12 Months Ended September 30th) 


1938 1937 of 
Kilowatthours per Customer. . . 841 785 + 7.1 
Average Annual Bill........ $35.91 $35.00 + 2.6 
Revenue per Kwhr....... ; 4.27¢ 4.46¢ — 4.3 





(a) Data for two years not strictly comparable. 
(b) Data not comparable because of an unascertainable amount of 


“Revenue”’ in September, 1938, which may or may not have been included 
in the 1937 data. 


published monthly. Entered as second-class matter Aug. 17, 1933, at the post office 
: Philadelphia, Pa. Editorial office, 420 
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MR. RODEY 


ORE than 600 gas and electric 
M accounting representatives at- 
tended the Second Accounting 
Conference in Chicago, Illinois, on De- 
cember 13 and 14, which was sponsored 
jointly by the Edison Electric Institute 
and the American Gas Association. The 
delegation attending the conference rep- 
resented practically every state in the 
union, including ten from the Pacific 
Coast and eight from Canada. 

The conference establishes an all-time 
record for the character of the program 
presented and the interest displayed by 
those in attendance. A precedent was 
also established for further cooperation 
on the part of the accountants and repre- 
sentatives of the industry, with state, 


federal and the many other agencies deal- . 


ing in accounting work and a record set 


for frankness in presenting the various 
topics on the program. 

Following the opening remarks of the 
Chairman of the Edison Electric Insti- 
tute Accounting Committee, and Mr. 
H. A. Ehrmann, Chairman of the Ac- 
counting Section of the American Gas 
Association, Mr. George F. Mitchell, 
President of the Peoples Gas Light & 
Coke Company of Chicago, welcomed 
the accounting representatives to Chi- 





Space does not permit publication of 
all the papers presented at this ac- 
counting conference. Thirty papers 
were given at the general sessions 
alone and at the specialized concurrent 
committee meetings on Monday some 
twenty-five or more additional papers 
were read and discussed, not to men- 
tion many prepared or extemporaneous 
discussions. 

Printed in this issue are the com- 
plete series of papers dealing with the 
subject of depreciation, the papers by 
Dr. Morehouse and Mr. Charles W. 
Smith, and the opening and closing 
papers of the conference by Mr. W. 
T. Neel and Mr. Francis J. Brett, re- 
spectively. 

Mr. B. S. Rodey, Jr., chairman of 
the E.E.I. General Accounting Com- 
mittee, desires that readers under- 
stand that the conference papers 
which are printed herein should be 
taken to represent the personal 
thoughts and viewpoints of the au- 
thors in respect to the subject matter 
covered at the time they were pre- 
sented, and that they should not be 
taken as expressive of any consensus 
of opinion by the respective technical 
accounting committees, associations 
represented, or by those attending the 
conference. 
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cago, extending an invitation to those 
present to visit the offices of his company 
while in Chicago. Mr. Mitchell left 
with the conference the thought that ad- 
ditional burdens imposed by the newer 
state and federal legislation prompted 
him to suggest that “ . one of the 
principal jobs of the accountants in the 
industry today is to study their methods 
and practices in order that the account- 
ing expenses may be reduced to a mini- 
mum, consistent with the work that has 
to be done.” 


Tuesday Morning 


The first paper of the conference was 
delivered by Mr. L. L. Dyer, Controller 
of the Lone Star Gas Company, Dallas, 
Texas, on “Accounting Organization 
Problems.” Mr. Dyer’s paper stressed 
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G. A. STEWART 


Past Chairman, E.E.1. Accounting 
Committee 


the importance of organizations and con- 
trol, particularly in these times when 
more and more reports are being required 
by various governmental agencies and by 
management. He indicated that unsound 
organization and lack of control may 
lead to excessive accounting costs. He 
urged accounting people to be ever on 
the alert for new ideas and changes in 
the art which might materially reduce 
the burden of accounting. 

Mr. W. T. Neel of the Philadelphia 
Electric Company, presented a joint pa- 
per prepared by himself and Mr. W. G. 
Bourne, Jr., of The Commonwealth & 
Southern Corporation on “Elimination 
of Duplication of Reports to Govern- 
mental Bodies.” ‘This paper is repro- 
duced in full in this issue. 

Associate Professor of Accounting, 
Willard J. Graham, of the University of 
Chicago, spoke on “Accounting Educa- 
tion, Ethics and Training,” stating that 
although in general accountants are not 
required to be college trained, one state 
at least has made such a requirement. 

A discussion of the depreciation prob- 
lem for income tax purposes as it relates 
to public utilities was presented by Mr. 
R. C. Staebner, Chief, Public Utilities 
Section, Internal Revenue Bureau, 


Washington, D. C. Mr. Staebner used 


as one of the features of his talk Section’ 


23 (1), and Art. 23 (1)—1 from the 
Income Tax Law concerning the allow- 
ance for exhaustion, wear and tear of 
property used in the trade or business, 
and with obsolescence. 

He stated that fundamentally there 
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were two problems involved in the deter- 
mination of depreciation deductions, 
namely: “1. The total amount or basis 
to be ultimately recovered, and 2. The 
amount to be deducted in a given taxable 
year.” Mr. Staebner pointed out that the 
Bureau of Internal Revenue fully real- 
ized no formula has ever been made or 
may be devised for determination of de- 
preciation and necessarily judgment must 
be exercised in all particular cases after 
careful consideration of the pertinent 
factual data. 

A paper summarizing the results of a 
job analysis investigation was presented 
at the close of the Tuesday morning ses- 
sion by Mr. R. A. Hornby, Vice-Presi- 
dent of the Pacific Lighting Company, 
San Francisco, California. Mr. Horn- 
by’s paper was accompanied by charts 
and motion pictures of several accounting 
operations and the paper added greatly 
to the stimulus of efforts toward more 
careful analysis of accounting procedures 
in order to effect economies. 


Tuesday Afternoon 


At the. Tuesday afternoon session Mr. 
S. J. Barrett of the Peoples Gas Light 
and Coke Company presented a paper 
on “Taxation Accounting,” discussing 
important features of depreciation ac- 
counting for income tax purposes. He 
laid emphasis on the various detailed 
phases of the differences between utility 
accounting and accounting for income 
tax reckoning, stating the accounting 
problems arising in connection with fed- 
eral income taxes are usually more nu- 
merous and complex because of the 
nature of the revenue acts rather than 
the problems relating to state, local and 
other forms of taxes. He noted that 
“the objective of tax accounting for 
federal income tax purposes is, of course, 
the correct determination of taxable net 
income as defined by law and in accord- 
ance with the regulations, rulings, and 
decisions interpreting the various provi- 
sions of the law. Taxable net income is 
a statutory conception of net income and 
may be different in many respects from 
the actual net income as shown by the 
books of account.” 

In conclusion Mr. Barrett answered 
the question as to whether there were 
possibilities for economies in taxation ac- 
counting by stating: “Simplification of 
tax laws and the related regulations and 
greater uniformity in the method of de- 
termining the tax liabilities under the 
various laws, would, no doubt, contribute 
much toward minimizing the costs of tax 
compliance. Any movement having such 
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F. B. FLAHIVE 


Vice Chairman, A1I.S.A. Accounting 
Section 


an objective, should certainly have the 
encouragement and support of the utility 
industry.” 

It is believed Mr. Barrett’s paper 
may go a long way toward clearing up 
much of the misunderstanding concern- 
ing the differences in uniform utility ac- 
counting under regulation, and account- 
ing for income tax under the internal 
revenue statutes. 

A feature of the conference was the 
appearance of several representatives of 
the regulatory authorities. Dr. E. W. 
Morehouse, Chairman, Accounting Com- 
mittee, National Association of Railroad 
& Utilities Commissioners, dealt with 
the subject of “Federal and State Regu- 
lations and Management Attitudes.” Dr. 
Morehouse’s paper will be found else- 
where in this issue. 

Beginning at 3:00 P. M. the remain- 
der of Tuesday afternoon was devoted 
to the subject of plant accounting and 
related matters, during which several 
papers were presented, with general dis- 
cussions, including the following: 

Mr. H. D. Anderson, American Gas 
and Electric Service Corporation, “Com- 
ments on Continuing Property Records 
and Original Cost Determination.” 

Mr. F. M. Hunter, of Hannum, 
Hunter, Hannum & Hodge, Chester, 
Pa., “Legal Aspects of New Uniform 
Accounting Systems.” 

Mr. G. M. Vesselago, Day & Zim- 
mermann, Philadelphia, Pa., “Methods of 
Installing Continuing Property Rec- 
ords.” 
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Mr. H. M. Tickle, The Common- 
wealth & Southern Corp., Birmingham, 
Alabama, “Practical Experience in Orig- 
inal Cost Determination.” 

Messrs. H. P. Taylor of the Wiscon- 
sin Public Service Corporation, Milwau- 
kee, Wisconsin, and Mr. A. A. Lipschutz 
of the Philadelphia Electric Company, 
Philadelphia, Pa., presented papers on 
“Coordination of the Accountant and the 
Engineer in the Determination of Orig- 
inal Cost,” Mr. Taylor taking the part 
of the accountant and Mr. Lipschutz 
that of the engineer. 

The plant accounting program was 
summarized by Mr. J. V. Cleary of the 
Consolidated Edison Company of New 
York, Inc., who in addition, outlined 
some of the problems and their solutions 
in a paper entitled “Perpetuation of 
Original Cost Records.” 

These plant accounting papers will 
subsequently be made available to mem- 
bers. Unquestionably many economies 
may result to member companies through 
a thorough perusal of these matters. 


Informal Dinner 


Some 350 accounting representatives 
and their guests attended an informal 
dinner at the Palmer House, Tuesday 
evening. Major Alexander Forward, 
Managing Director of the American Gas 
Association acted as toastmaster and in- 
troduced the speakers of the evening: 
Dr. H. B. Dorau, Professor of Econom- 
ics and Chairman of the Department of 
Public Utilities, New York University; 
Mr. Henry C. Perry of The Heywood- 
Wakefield Company, Gardner, Massa- 
chusetts, representing the Controllers’ 
Institute of America, and Mr. Bernard 
F. Weadock, Vice-President and Man- 
aging Director of the Edison Electric 
Institute. 

Dr. Dorau dealt with the technolog- 


_ical changes which have resulted in re- 


shaping accounting practices during the 
past decade in an endeavor to make ac- 
counting serve the needs of present-day 
business. 

In stating the proposition of what ef- 
fects accounting have had on economics, 
or economics on accounting, he expounded 
the point that an economist can at times 
undertake a somewhat reckless explora- 
tion into a field in which he has no pro- 
fessional standing, with considerably less 
risk than could an accountant with a 
reputation to sustain in his own field of 
proficiency. “It has in each domain,” he 
stated, “become so ‘dangerous to be 
wrong, that one often does not take the 
chance of being right.” 
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“If we have learned anything from 
past discussions of the relation of eco- 
nomics and accounting, it is that nothing 
is to be gained by attempting to impose 
the organizing principles of economics on 
accounting or imposing the methodology 
of accounting on economics; yet account- 
ing becomes more useful as it approxi- 
mates economic truth.” 

Dr. Dorau concluded with the thought 
that ““The impact of economics on ac- 
counting, particularly public utility ac- 
counting, will probably be nil since the 
form and procedure are so frozen by the 
prescribed classifications. Possibly instead 
we can hope that there will be an impact 
of economics on the accountant. Then 
so far as the law allows, accounting re- 
sults may be intelligently analyzed and 
given economic meaning. The next gen- 
eration of accountants will be practising 
economists. This generation might try. 
The gas and electric industries will ben- 
efit to the extent to which the effort is 
successful, because social economy is a 
requisite to an enduring private econ- 
omy.” 

The talk by Mr. Henry C. Perry, on 
“Accounting After the First 100 Years” 
was both humorous and instructive. 

The serious import of Mr. Perry’s 
speech was to illustrate homely and clear- 
ly the tremendous changes which have 
taken place in the past 100 years in busi- 
ness, further indicating the effects of 
these changes in the multiform require- 
ments in accounting and bookkeeping. 

Mr. Bernard F. Weadock spoke brief- 
ly on “The Accountant’s New Responsi- 
bilities.” 

Mr. Weadock made a plea for cooper- 
ation between the various agencies of the 
government and the public utilities and 
said he believed cooperation should not 
be considered to be a one-way street. 
“Cooperation,” he stated, “is for a two- 
way traffic, and it is my hope and my 
ambition that the public know and un- 
derstand how far we have gone in our 
efforts at cooperation, with government, 
with the people, and with those to whom 
we owe an obligation.” 

A feature of the dinner were solos 
rendered by both Mr. Ehrmann, and 
Mr. Rodey. Although the renditions of 
the two committee chairmen were not 
lacking in enthusiasm or originality, they 
were sadly overshadowed by a song very 
graciously sung by Mrs. Willard J. 
Graham. 

Wednesday Morning 


The Wednesday morning session was 
featured by a frank, open presentation of 
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one of the most controversial points, that 
of accounting for depreciation, ably set 
forth by members of a joint Depreciation 
Committee of the A.G.A. and the E.E.I. 
comprising Messrs. C. E. Kohlhepp of 
the Wisconsin Public Service Corp., Mr. 
H. C. Hasbrouck of the Associated Gas 
& Electric System, Mr. H. L. Gruehn 
of the Consolidated Gas Electric Light 
and Power Company of Baltimore and 
Mr. H. C. Davidson, Consolidated Edi- 
son Company of New York Inc., sup- 
ported by a splendid paper delivered by 
Mr. D. M. Jones, General Electric 
Company, Schenectady, New York, with 
floor discussion by Mr. Maurice R. 
Scharff, Consulting Engineer of New 
York and Mr. W. V. Burnell of Stone 
& Webster Service Corp., Boston, Mass., 
speaking in place of that noted authority 
on depreciation, our old friend Mr. L. R. 
Nash. This symposium on Depreciation 
Accounting is printed complete in this 
issue. 

Mr. Kohlhepp, Chairman of the De- 
preciation Committee of the E.E.I., cov- 
ered “Outline of Aims and Purposes of 
the Work of the Depreciation Commit- 
tee.” Mr. Gruehn presented capably and 
forcefully the basic concepts concerning 
the contrast between a determination in 
loss of value and accounting for depre- 
ciation. Mr. H. C. Davidson discussed 
the need for more information concern- 
ing causes of retirements, giving an inter- 
esting outline of the needed information, 
as well as some interesting facts concern- 
ing the limited experience thus far avail- 
able on this all-important phase of re- 
search and study, concluding with a plea 
for cooperation from member companies 
in the interest of obtaining more factual 
information. 

Mr. Hasbrouck, who is Chairman of 
the Depreciation Accounting Committee 
of the American Gas _ Association, 
summed up in a splendid manner the 
matter of depreciation as discussed by the 
previous three speakers, and in addition 
went rather pointedly into cases of treat- 
ment and mistreatment of the subject of 
depreciation by various authorities. In- 
teresting highlights of his presentation 
concerned : 

1. Property-life Insurance (a new de- 
velopment ) 

2. Juridical Analysis 

3. A plea for more mutual under- 
standing between regulatory commissions 
and business managements. 

In the absence of Mr. E. C. Christen- 
sen of Price, Waterhouse & Co., New 
York, representing the American Insti- 
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tute of Accountants, his paper concern- 
ing “The Auditor’s Viewpoint of Pub- 
lic Uutility Accounting” was presented 
by a partner, Mr. Roy Andreae, 

Concerning original cost and depreci- 
ation accounting, Mr. Christensen felt 
many of the newer provisions appearing 
to run counter to present-day accounting 
practice find their justification on the 
whole in the desire for readily available 
information in rate proceedings. He ex- 
pressed the view that accountants recog- 
nized the days of regulation are here to 
stay and they must adapt their practices 
to the changing conditions. He expressed 
the hope “that the fallacy of some of 
the theories underlying these new regu- 
lations, even so far as they will affect the 
all-important rate-making, may become 
apparent to the regulatory authorities 
within a reasonably short time, and thus 
bring about further revision, which I 
trust will give due consideration to the 
necessity for sound financial accounting 
by the utilities.” 

A discussion of “The Budget ; an Ex- 
ecutive’s Viewpoint,” was made by Mr. 
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T. O. Kennedy of the Ohio Public Ser- 
vice Company, Cleveland, Ohio. In ad- 
dition to dealing with the broader aspects 
of the budget, Mr. Kennedy cited some 
concrete examples of the application of 
budgeting to practically all departmental 
functions, including merchandising. 


Wednesday Afternoon 


Mr. K. C. Campbell, of the Detroit 
Edison Co., Detroit, Mich., the first 
speaker at this session, condensed a paper 
prepared by him on “Materials and Sup- 
plies—Velocity and Salvage Operations.” 
This paper was supplemented with a 
series of photographs taken from some of 
the important salvaging operations of 
Mr. Campbell’s company. 

The subject of “Customers’ Deposits 
—Economics” was dealt with by Mr. 
James A. Schultz of the Consumers Gas 
Company, Reading, Pennsylvania. Mr. 
Schultz sketched the close scrutiny of 
economics and deposits from the stand- 
point of their partial elimination, in view 
not only of the resulting economies to be 
achieved due to the savings in interest 
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and accounting overhead, but also due to 
the improved public relations resulting 
therefrom. 

The last speaker of the afternoon ses- 
sion was Mr. Charles W. Smith, Chief, 
Bureau of Accounts, Finance and Rates, 
Federal Power Commission, Washing- 
ton, D. C., who spoke on ‘Problems in 
Uniform Utility Accounting.” Mr. 
Smith pointed out in his paper, which 
appears in full elsewhere in this issue, a 
number of the outstanding problems 
which are confronting both the regula- 
tory commissions and the companies. 

The illness of Mr. Frank J. Brett of 
the Niagara Hudson Power Company, 
prevented the personal presentation of 
his paper, “An Accountant is Perplexed.” 

Mr. Rodey, in acknowledging and 
discussing Mr. Brett’s paper, expressed 
appreciation of the conference for the 
many unique and interesting points 
brought out in it, and suggested that the 
paper, which is published in full else- 
where in this edition is worthy of scru- 
tiny of the message which Mr. Brett has 
brought. 


Specialized Committee Meetings at the General 


Accounting Conference 


T this time only a brief report can 
A be made concerning the meet- 
ings of the several specialized 
accounting committee groups which were 
held concurrently on Monday, Decem- 
ber 12th. In all some 350 representa- 
tives attended these several meetings. As 
an indication of the enormous interest 
we are reliably informed that several 
evening meetings were scheduled follow- 
ing the regular business sessions. In addi- 
tion it was quite obvious that all dele- 
gates present were out for real blood 
in the way of obtaining technical infor- 
mation and ideas for improvement. 


Plant Accounting 


The Plant Accounting and Record 
enthusiasts stole the show in point of 
view of general interest. With an over- 
all attendance exceeding at times 150 of 
their own members and guests, compris- 
ing other conference delegates, their 
arguments concerning retirement units, 
units of property, maintenance vs. in 


and out of Plant Account charges, con- 
struction overheads, original cost deter- 
mination, etc., were both loud and hot at 
times. We take our hats off to Hal 
Anderson and John Cleary for. safely 
steering the ship during this stormy 
session. 
Commercial Accounting 


The Commercial Accounting Com- 
mittees and guests ran the Plant group 
a close second in attendance and cer- 
tainly were not outdone by any of the 
groups in interest and enthusiasm. The 
idea of getting at the meat of the 
economies concerning their accounting 
operations took with a vengeance and 
many of the delegates “shot the works,” 
so to speak in frankness concerning ac- 
counting costs. It is not too early to 
predict a revitalized interest in this all- 
important phase of accounting. Messrs. 
K. E. Boyle, H. E. Cliff, E. N. Keller, 
and others presiding and delivering 
papers are to be congratulated on a 
splendid session. 


Classification of Accounts 


This Committee group, led by R. B. 
Curran and J. H. Morrell, wrestled 
through a review and analysis of many 
of the most recent interpretations that 
have been issued in connection with the 
Uniform Accounting System. In view 
of their reported discussions and debates 
concerning the correctness and consis- 
tency of these interpretations, we may 
well ponder with them the desirability 
of raising too many questions for inter- 
pretation, which, if obtained formally, 
may lead to inflexibility or over-rigidity 
of the uniformity concept. 


Depreciation 


The depreciation committees of the 
E.E.I. and A.G.A. held a joint closed 
session exceeding in present importance, 
perhaps, all of the other Monday activi- 
ties. At least we are sure, by the seri- 
ous way the top-notch membership, ag- 
gregating about 70 members and their 

(Continued on page 526) 
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Simplification of the Utility Industry’s 


Reports to Federal Agencies 


By T. W. Neel 
Philadelphia Electric Company 


A paper presented before the Joint National Accounting Conference of the Edison Electric 
Institute and the American Gas Association, Chicago, IIl., December 12-14, 1938 


I 


OU will be gratified to hear that a 
Y¥ ovement is under way to curtail 

some of the burden placed on in- 
dustry by the Federal Government. The 
large number of reports, the rapid 
growth in reports and the quantity of 
information required by Federal, State 
and local governmental agencies today is 
a real problem, as you know. 

In the case of Philadelphia Electric 
Company, the number of reports re- 
quired has increased at least three times 
during the last ten years and the cost of 
making such reports has increased 13 
times, the relatively greater increase in 
costs being an indication of the added 
complexity in present day requirements. 
The present volume and cost of these re- 
ports for the Company and subsidiaries 
in one year’s time was: 


eee ae re ease eres 
Number of pages, including exhibits ......... 
Approximate minimum cost ................- 
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State 
Federal and Local Total 
1,850 1,037 2,887 
23,974 34,829 58,803 
$313,000 $89,000 $402,000 








The number of reports, 2,887, include 
all filings with governmental agencies 
such as regular and special reports, tax 
returns, tariff filings, applications and 
registration statements. The assembling 
and handling of this large number of re- 
ports when as a rule there are limiting 
dates to be met and in the face of work- 
ing hours being limited by law, is another 
problem familiar to you all. 

The cost of $402,000 is large because 
of applications and registration state- 
ments, some of which may not recur an- 
nually but they will recur with each 
sale of securities, changes in corporate 
structure, and similar everts that require 
approval of regulatory bodies. 

The many duplications between these 
reports give evidence of the lack of co- 
operation between govenmental agencies, 
and indicate that a vast amount of in- 


formation is collected of which little or 
no practical use is made. It is difficult 
to give a comprehensive picture of the 
duplications in Federal reports (not to 
mention State reports) ; but the follow- 
ing illustrations may well raise the ques- 
tion as to why such duplications are 
necessary. For example, why should it 
be necessary, in one year’s time, to report: 


Name, title and address of officers 


Pi MND x sok oc cinsuua nese 5 times 
Compensation of officers and direc- 

a Voie siara's pda a eam ed ee 4 times 
Company balance sheet ........... 7 times 
Authorized capital stock .......... 5 times 
Map of area served and location of 

DANOIOE 5.54 cobsA ccecintwwss’s 5 times 


There are at least 75 general items 
similar to the above which are duplicated 
at least twice and in many cases up to 
seven times, and there are other forms 


not analyzed in which these same items 
are duplicated further. 

Doubtless our experience with dupli- 
cations and in the volume and cost of re- 
ports is typical for many companies, but 
it would be most interesting to know 
what the experience of other utilities is 
and what these costs run to for the elec- 
tric industry as a whole. Realizing full 
well the weakness of such an estimate, 
we have made an effort to arrive at an 
approximation of the cost to the industry. 
Based on the costs to Philadelphia Elec- 
tric Company of making Federal re- 
ports; and taking into account the size 
and number of electric enterprises as re- 
ported by the Edison Electric Institute, 
and further allowing a safety factor to 
avoid overstatement, it is estimated that 
the industry’s cost of making reports to 
Federal agencies range from $10,000,000 
to $15,000,000 per year. This does not 
include costs of State reports. 

We in the utility industry are not 
alone in our concern about governmental 
reports. In a recent survey covering all 
industries (67 companies replying) 
Forbes Magazine found the following 
results: 

(1) In 10 years the number of government 
reports filed by the average company has in- 
creased nearly 10 times, rising from 9,600 


reports per year ten years ago to 92,800 
reports today. 


(2) During the same 10 years the annual 
cost to the average company of preparing 
these reports has increased 5.4 times, jump- 
ing from $22,700 ten years ago to $122,800 
today. 

The present average of 92,800 reports 
per company appears quite modest when 
compared with the experience of some 
individual companies. Again quoting 
from the Forbes’ figures: A food-prod- 
ucts company estimates 510,000 reports 
per year, a New York City bank counts 
up 280,000, a meat packer 141,628, a 
public utility 75,000, a railroad 102,360, 


a chain store system 627,261, and to an 
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oil company falls the distinction of filling 
out the greatest number of returns an- 
nually—it compiles 1,135,000 reports at 
a cost of $1,250,000. 


II 


With the requirements of governmen- 
tal agencies reaching such vast propor- 
tions there is ample room for improve- 
ment, simplification and consolidation, 
and any movement in that direction 
should receive our wholehearted coopera- 
tion. How effective the movement may 
be or how much relief will be obtained 
cannot, of course, be foretold. However, 
it is encouraging that the need has been 
recognized by President Roosevelt and 
that the Federal Administration is tak- 
ing the initiative. 

President Roosevelt in a letter to the 
Central Statistical Board, dated May 16, 
1938, indicated that he is disturbed over 
the condition and requested the Board to 
make recommendations for improving 
the situation. His letter reads in part 
as follows: 

“I am concerned over the large number 
of statistical reports which Federal agencies 
are requiring from business and industry. 
In view of comments that come into this 
office, I desire to know the extent of such 
reports and how far there is duplication 
among them. Accordingly, I am requesting 
the Central Statistical Board, under the au- 
thority of Section 1 of the Act creating the 
Board, to report to me on the statistical 
work of the Federal agencies, with recom- 
mendations looking toward consolidations 
and changes which are consistent with effi- 
ciency and economy, both to the government 
and to private industry. 

“With a view to reducing the amount of 
duplication in statistical reports, will you 
indicate the principal points at which the 
enactment of legislation by the Congress 
appears to be necessary in order to effect 
consolidations or changes, with the recom- 
mendations of the Board regarding them?” 

The Central Statistical Board is an 
organization created by Congress in 
1935. It is the outgrowth of the Federal 
Statistical Board established in 1931 by 
President Hoover. Its purpose, as stated 
in the Act, is “to plan and promote the 
improvement, development, and coordi- 
nation of, and the elimination of dupli- 
cation in, statistical services carried on 
by or subject to the supervision of the 
Federal Government, and, so far as may 
be practical, of other statistical services 
in the United States.” (*) Certainly its 
purpose is a worthy one, and deserves 
our earnest support. 

In collaboration with the Central 
Statistical Board, the Business Advisory 
Council for the Department of Com- 


“ From Page V, Second Annual Report of Cen- 
oS Senane Board, January 1, 1935, to June 30, 
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merce through its members from the vari- 
ous industries of the country, invited 
these industries to furnish the Board 
with comments and information on the 
problem of governmental reports that 
would be useful in developing the report 
requested by President Roosevelt. 

In this connection, Philadelphia Elec- 
tric Company as a representative oper- 
ating company was asked to make an 
analysis of its experience with respect to 
reports filed with Federal agencies, and 
a similar study was requested of The 
Commonwealth & Southern Corporation 
as a representative holding company. 
These studies were made in the limited 
time available and filed with the Central 
Statistical Board. Mr. W. G. Bourne, 
Jr., Treasurer of The Commonwealth & 
Southern Corporation and myself then 
discussed the reports and recommenda- 
tions with Mr. Copeland, Executive Sec- 
retary of the Board, and members of his 
staff. Mr. Copeland requested certain 
additional information which was fur- 
nished in a supplementary report. Also 
at his suggestion, the Controllers’ Insti- 
tute of America was asked to study the 
mechanical problems in connection with 
preparing Federal reports and to offer 
comments and recommendations to the 
Board, to which representatives of the 
Institute agreed. 


Mr. Copeland was most appreciative 
of our efforts to cooperate with the 
Board and recognized the industry’s 
problems with respect to governmental 
reports. His sympathetic attitude and 
effort may develop some relief insofar as 
it is in his power to do so. Other indus- 
tries have supplied him with data from 
which, together with the board’s experi- 
ence with the Federal agencies and its 
understanding of the difficulties con- 
cerned, a report will be prepared of the 
conditions found, including recommenda- 
tions for their betterment. The Statis- 
tical Board’s report is to be in the Pres- 
ident’s hands by the first of the year. 

Concerning the preparation of this re- 
port Mr. L. A. Huston, in the New 
York Times, Dec. 4, 1938, says in part: 


“The task of preparing the report is prov- 
ing a mountainous one for the board because 
there is hardly a government agency in the 
national capital that does not deal with 
statistics. 

“The machinery that, day after day and 
week after week, grinds out plain and fancy 
compilations of figures for multitudinous 
purposes probably uses more pencils, ink 
and paper, more typewriters, tabulators, 
comptometers and slide rules, employs more 
people, requires more office space, sends out 
more questionnaires and report blanks and 
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pries more assiduously into the affairs of 
the population than any other functionary 
machinery of the government. 

“As nearly as anyone knows there are 
about 150 agencies engaged in the collection 
of statistics for departments and agencies 
of the Federal Government in Washington. 

“Many of the Statistical agencies function 
independently, in so far as headship and 
personnel are concerned, within the various 
departments and bureaus. There are about 
twenty-five independent establishments in 
Washington which have to do with the ad- 
ministration of an act of Congress and each 
may have several units which collect, pre- 
pare or analyze statistical information es- 
sential to the administration of the law.” 


Ill 


In the analysis submitted by Philadel- 
phia Electric Company emphasis was 
placed on the following points: 


(1) the large number of documents filed 
during a vear, including periodic and special 
reports, questionnaires, applications, tax re- 
turns, and tariff filings: 

(2) the volume of such information re- 
quired ; 

(3) the cost to the Company of preparing 
such reports, not including the cost of basic 
records necessary to give the required in- 
formation; 

(4) the clerical problem of compiling these 
reports at the busiest time of the year and 
within a limited period of time; 

(5) the mechanical problems (due to 
forms, paper and instructions) in the prep- 
aration of the multiple copies required; 

(6) the duplication of information re- 
quested by different Federal agencies and 
in different reports and filings in the same 
agency (this item was discussed and pointed 
out in considerable detail) ; 

(7) recommendations for reduction of the 
number of reports and elimination of dupli- 
cation. 

Subsequently a supplementary discus- 
sion was forwarded to the Board con- 
cerning: 

(8) the duplication between Federal and 
State reports and the problems related 
thereto; 

(9) the diversity of accounts and records 
necessary to be maintained by the utility 
because of conflicting accounting require- 
ments and definitions; 

(10) the difficulties arising from inade- 
quate, incomplete and indefinite instructions 
in the Federal laws and regulations. 

Our recommendations consisted of two 
parts: (1) general recommendations, 
which in some respects may be more 
ideal than practical from the Federal 
viewpoint ; and (2) specific recommenda- 
tions, in connection with various reports 
and forms and the items included there- 
in, Our general recommendations in- 
cluded the following suggestions: 

1. For regular periodic reports, a single 
annual report form should be adopted, con- 
solidating all information requested by all 
Federal agencies. This report should be so 
developed that information required by dif- 
ferent agencies could be reproduced by pho- 
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tostat by a central governmental agency re- 
ceiving the report. 

2. If this consolidated report is found im- 
practicable, the same forms and schedules 
(with uniform definitions and requirements) 
should be used in reporting the same subject 
in different reports. 

3. For special applications and registration 
statements, a master form should be used, 
consolidating all the items and schedules re- 
quired by the different Federal acts (with 
uniform definitions and requirements). An 
application or statement filed for a particular 
purpose would then include only such items 
and schedules as are applicable. 

4. The present limited provisions for “in- 
corporation by reference” of material that 
is filed with certain Federal agencies should 
be extended. 

5. Monthly and interim reports should be 
eliminated or changed to an annual basis 
wherever possible; schedules and items with- 
in reports should be eliminated wherever 
they serve no useful purpose. 

6. The filings of periodic or regular re- 
ports should be spread out over a longer 
time to level off the peaks. 

7. To aid in producing multiple copies of 
reports, paper should be thin enough to en- 
able typing clear carbon copies; it should 
suffice to file only one copy in permanent 
black ink with other copies reproduced by 
hectograph or otherwise. 


Our specific recommendations relating 
to various report forms gave suggestions 
and comments for the simplification of 
report forms now in use, in case still 
greater simplification cannot be obtained. 
The following are a few of the recom- 
mendations made on specific forms: 


There are 4 report forms to the Federal 
Power Commission dealing. with electric 
energy crossing state lines. This reporting 
could be simplified by eliminating all but 
one of the forms. 

It is necessary for some companies to file 
two annual reports with the Securities and 
Exchange Commission—Form U5S under the 
Holding Company Act and Form 10-K under 
the Securities Exchange Act. These reports 
contain substantially similar information and 
it is suggested that companies filing Form 
US5S should be exempt from filing Form 10-K, 
as the one form should suffice for both acts. 

On new security issues some companies 
must file 3 forms—Form A-2 under the Se- 
curities Act, Form 8-A under the Securities 
Exchange Act, and Form U-7 or Form U6B-1 
under the Holding Company Act. All these 
forms contain substantially similar informa- 
tion and it is suggested that companies filing 
Form A-2 should not be required to file the 
others. 

There are 5 forms required to be filed 
with the Securities and Exchange Commis- 
sion covering reports of officers’ and direc- 
tors’ security holdings—Forms 4, 5 and 6 
under the Securities Exchange Act and Forms 
U-17-1 and U-17-2 under the Holding Com- 
pany Act. These 5 forms could very well be 
combined into 2 forms, one for initial re- 
porting of securities held and the other for 
reporting security changes, to meet the re- 
quirements of both acts. : 


In the study made by the Common- 
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wealth & Southern Corporation, particu- 
lar attention was given to the du- 
plications in Federal reports required of 
holding companies registered under the 
Holding Company Act of 1935. Usually 
such registered holding companies must 
file three separate annual reports with 
the Securities and Exchange Commis- 
sion: 

Form USS, the Annual Supplement to the 
holding company’s registration statement; 

Form U-14-3, the annual financial and ac- 
counting report under the Uniform System of 
Accounts prescribed for holding companies; 

Form 10-K or 1-MD, the annual report 
required under the Securities Exchange Act 
of 1934 or the Securities Act of 1933. 

While each of these reports contains 
voluminous detail which might properly 
be cut down, progress could be made and 
a lot of duplication eliminated by estab- 
lishing one form of annual report to the 
Securities and Exchange Commission, 
which should take care of the require- 
ments of the Acts of 1933, 1934 and 
1935. Specific suggestions were made for 
the development of such a single master 
form to replace the present three forms. 
In addition to eliminating some duplica- 
tion, such a form would wipe out the 
minor differences between the forms on 
items covering substantially the same 
subject, differences which appear to serve 
no useful purpose but which add to the 
headaches in meeting the requirements. 

Our recommendations may not have 
covered the entire field of possibilities; 
for we who were making the reports 
were necessarily limited to those phases 
about which we had direct knowledge. 
Further these studies were prepared 
from the industry’s side of the picture 
and could not analyze all the possibilities 
for simplification, which may be found 
from study of the operations of the gov- 
ernmental agencies. The maximum prac- 
tical possibilities must necessarily be de- 
veloped by an agency like the Statistical 
Board, standing in the middle where it 
can coordinate the needs of business and 
industrial groups with the needs of the 
Federal agencies using the information 
reported. 

IV 


Thus you have the history of our ef- 
forts to simplify reporting to Federal 
agencies and something of the analyses 
that were prepared in connection there- 
with. It is still too early to determine 
the result of this movement for simplifi- 
cation; but perhaps a better idea can be 
had after the first of the year when the 
Statistical Board’s recommendations have 
crystallized. However, the effort that 
is being made is encouraging. It is to 
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be hoped that the Federal agencies will 
go the limit and obtain a complete and 
thorough consolidation of forms along 
the lines suggested. 

Encouragement may also be found in 
the fact that some of the agencies are 
actively trying to improve and simplify 
their own regulations and report forms. 
Mr. William W. Werntz, Chief Ac- 
countant, Securities and Exchange 
Commission, in an address before the 
Controllers’ Institute of America on Sep- 
tember 27, 1938, made the following 
statement on this subject: 

“At the present time there is a set of 
instructions included in nearly every basic 
form. Many minor differences and 
some important ones have been discovered. 
Many filings have been examined to deter- 
mine how particular provisions have worked 
out in practice, whether old _ instructions 
should be changed or deleted, and whether 
new instructions should be added... .” 

He went on to discuss a proposed Reg- 
ulation Z, which is to replace the variety 
of present instructions under the security 
acts with a single set applicable to all 
financial statements. He expressed the 
hope that this standardization of rules 
would minimize the difficulties. 

This agency has also become interested 
in our analyses of Federal reports, 
through Mr. Copeland of the Central 
Statistical Board. Copies of our studies 
were sent to Mr. Burgess, of the Forms 
and Regulations Division, who requested 
them. 


Another sign is that the Social Secur- 
ity Board now requires payroll returns 
quarterly instead of monthly, and Forbes 
Magazine reports that several states are 
making sincere efforts to simplify the 
reports called for in unemployment- 
insurance administration. 

These are hopeful signs, but the prob- 
lem is by no means solved. With the 
mushroom growth of Federal laws and 
regulations, the various Federal agencies 
have a major administrative problem in 
finding ways to carry out their responsi- 
bilities on a practical, workable basis. 
The economic system is not unlike the 
small boy who has partaken too gener- 
ously of a Thanksgiving dinner. He has 
put a load on his system for which the 
digestive process is no small problem 
and which may very well be attended by 
some aches and pains. Similarly it will 
take time, patience and mutual under- 
standing to digest the host of govern- 
mental requirements and to absorb them 
in the economic system. 

We in industry can aid the process by 

(Continued on page 550) 








Page 512 


EDISON ELECTRIC INSTITUTE BULLETIN 


December, 1938 


Federal and State Regulations, 


and Management Attitudes 


By E. W. Morehouse 


Chief, Rates and Research Department, Public Service Commission of Wisconsin 


and Chairman, N.A.R.U.C. Committee on Statistics and 


Accounts of Public Utility Companies 


A paper presented before the Joint National Accounting Conference of the Edison Electric 
Institute and the American Gas Association, Chicago, IIl., Dec. 12-14, 1938 


HEN I was invited to give this 
talk I was told you wanted some 
general discussion of a general 
topic. On that basis I accepted. Accord- 
ingly my remarks will deal with general- 
ities and especially with the most in- 
tangible of generalities, attitudes of 
mind. I thought I might be most helpful 
in the work of your conventior. if I tried 
in small measure to assume the role of 
interpreter of recent regulatory activities. 
What I say represents my personal im- 
pressions and opinions only, and not 
those of any agency with which I am 
connected. 
In preparing for this talk I asked my- 
self these three questions: 
1. What are the more significant current 
trends in regulation? 
2. What are or should be the relations be- 
tween state and federal regulatory agencies? 


3. What are or should be the attitudes of 
management toward these developments? 


I. Trends in Regulation 


Can you place and date the following 
quotation: 


“I desire to say that the tendency of pub- 
lic opinion appears to be toward some inter- 
ference by and on behalf of the public with 
corporations performing so-called public 
services. Such a tendency is a concomitant 
of our social progress, It is not merely a 
temporary surge, but is a part of a general 
movement. It cannot be withstood, but may 
be guided into proper channels. The general 
result of any such movement is for good; the 
damage which is done to individual rights 
is incidental, and is more often the result of 
needless opposition by the individual.” 


These opinions were expressed by 
Samuel Insull in 1898 at the 21st Con- 
vention of the NELA in Chicago, on 
the threshold of an expansion of state 
commission regulation. 


In June, 1934, Owen D. Young, in 


a commencement address at the Univer- 
sity of Nebraska, called attention to the 
lag of social, political and economic insti- 
tutions behind progress in physical 
sciences. On the day the New Deal 
came into power, he is reported as say- 
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ing, “it was called on to make at once 
. . . the delayed improvements of a gen- 
eration, in banking, in law, and in in- 
numerable parts of our social organiza- 
tion.” 

We live in a world of rapid changes. 
In the span of nearly two score years 
between these observations by leaders in 
the electric industry state regulation dis- 
placing direct control by legislatures and 
city councils, waxed and waned and has 
begun to recover. Beginning in 1905, 
state commissions with varying powers 
were established in every state except 
Massachusetts which started commission 
control of gas and electric companies in 
the 1880’s and Delaware. But regula- 
tory statutes and commissions did not 
and could not keep pace with the rapid 
changes in industry. The growth of 
interconnected systems, corporate consoli- 
dations, concentration of control in hold- 
ing companies, and a boom in capitaliza- 
tion, outran the capacity of state 
commissions to deal with them adequate- 
ly. State regulation was hampered by 


inadequate statutes, finances, and per- 
sonnel, and checkmated by court rulings 
which made commission control cumber- 
some and impotent. The oncoming de- 
pression and exposures in a number of 
investigations of both the industry and 
state commissions capped the climax. 
State regulation fell to a new low in 
public esteem. This was the sort of 
“accrued obsolescence” in regulatory in- 
stitutions to which Owen Young’s gen- 
eral observation may be applied. 


A movement to ovecome this obsoles- 
cence arose. Rehabilitation took many 
forms. In the field of state regulation, 
statutes were overhauled and strength- 
ened, commission finances were enlarged 
by resort to assessments upon the utilities, 
some commissions were reorganized, em- 
phasis was placed on aggressive fact-find- 
ing in lieu of passive judicialism, and 
state commissions set about refashioning 
accounting and other rules of the game. 
In some instances substitutes for com- 
mission regulation, such as regulation by 
contract or by competition through pub- 
lic ownership, were urged or put into 
effect. Most import among the renova- 
tions was the emergence of Federal reg- 
ulation. 

Even such a brief review as this leads 
to one inescapable conclusion. Public 
control generally, and utility regulation 
in particular, is in a period of transition 
characterized by accelerated changes in 
both scope and character. The Federal 
government entered the stage, not only 
to close gaps in state regulation but also 
to help states catch up with changes in 
utility industries which were escaping 
any form of public scrutiny. When you 
examine these new Federal and remod 
eled state statutes, you will find many 
new subjects covered—contracts between 
affiliated interests, depreciation, plant ad- 
ditions, budget approval. 

The changing character of present- 
day regulation, though more subtle and 
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less apparent, is of deeper significance. 
Early state commissions were endowed 
only with powers of investigation and 
publicity; somehow informed public 
opinion was supposed to enforce proper 
behavior. Then order-issuing powers 
were granted, and commissions became 
more like policemen than publicity bu- 
reaus. Commissions, as policemen, were 
only supposed to protect the public from 
the results of abuses. Now, however, 
there is being super-imposed upon police 
regulations a type of control which can 
be described as policy-forming. Com- 
missions are adding to their police func- 
tions the role of supervisors of industrial 
policies. The SEC is now engaged in 
administering a change in policy respect- 
ing the organization and control of elec- 
tric and gas utilities. The FPC is 
studying what policies should be fol- 
lowed to further the interconnection and 
strengthening of power systems or to 
improve financial structures. Some state 
commissions have stimulated or required 
interconnections, have insisted upon re- 
organization of capital structures, have 
required complete revamping of property 
records, or have ordered changes in rate- 
forms and simplification and standardiza- 
tion of rates structures. Such require- 
ments were rare before the depression 
but are becoming less exceptional now. 


Statements by some utility officials 
make abundantly clear that they regard 
these regulations as usurpations of man- 
agement. Complaint is made that com- 
missions in supervising policies of utilities 
tend to act as though they constituted a 
super-board of directors. From manage- 
ment’s standpoint, it is true that the 
scope of management’s discretion and 
prerogativeshasbeennarrowed. Butthose 
who are irked by this tendency should 
examine its foundations, because whether 
you like it or not this expansion of regu- 
lation is here to stay until something 
better is devised. 

As I see it, the addition of policy su- 
pervision and formulation to Commission 
duties is grounded chiefly upon two basic 
changes in economic institutions. One 
is the depression-induced collapse, or at 
least impairment, of public confidence in 
corporate finance and control—in other 
words a “depreciation” of public rela- 
tions. Public distrust is not confined 
to utilities ; it embraces banks, investment 
houses and brokers, and a host of others. 
With millions of unemployed and with 
millions of idle dollars, despite bountiful 
resources, is it any wonder that the com- 
mon man questioned the competence and 
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the policies of business leaders? In this 
state of insecurity and uncertainty, the 
average man has sought refuge in gov- 
ernment as the only institution believed 
strong enough to cope with an entire 
industry or the industrial system. 


And so we have a second basic change 
—the growing concern of government, 
especially in a democratic society, for the 
economic conditions and standards of 
living of its citizens. Join together gov- 
ernment’s greater responsibility for eco- 
nomic conditions and the public’s lack 
of confidence in industrial leadership and 
you have a cornerstone for the newer 
forms of administrative control of in- 
dustry generally as well as of utilities. 
Examine the Holding Company Act, the 
Federal Power Act and the Federal 
Communications Act as well as some of 
the revised state statutes and I believe 
you will find that these enactments en- 
trust to administrative bodies the re- 
sponsibility for shaping industrial policies 
and, in the words of Dean Landis, su- 
pervising “the economic integrity of in- 
dustries and their normal development.” 
This additional administrative task rep- 
resents our democratic society’s way of 
correcting for the obsolescence of regu- 
lation which, in general terms, Owen 
Young recognized. 

The efficacy of these newer forms of 
regulation is beset with many perils, of 
which I call attention very briefly to 
four. I mention these potential pitfalls 
to a gathering such as this only because 
I believe that in the long run manage- 
ments desiring to maintain or improve 
their public relations have a stake in the 
successful outcome of regulation. 

(1) Effective regulation is hampered 
and made more expensive if management 
chooses to obstruct its processes—by seek- 
ing to play one jurisdiction off against 
another and trying to drive a wedge be- 
tween them, by being unwilling to deal 
with both jurisdictions jointly, by with- 
holding information, or by promising 
degrees of cooperation that are never 
performed. 

(2) Many pronouncements or rulings 
of the courts lead to delays and added 
expense in investigation and litigation. 
Cost of reproduction estimates are a case 
in point. Moreover, some recent court 
decisions seem to be emphasizing pro- 
cedural requirements. These are a subtle 
threat to administrative efficiency in that 
both state and federal agencies might 
feel obliged to fritter away their energies 
in complicated procedures when in real- 
ity commission functions require flexibil- 
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‘ity and informality. Too much preoccu- 


pation with procedure leads to sterility. 

(3) Reasonable and constructive reg- 
ulation is endangered if commissions can 
not get and hold competent personnel to 
administer their added responsibilities. 
This is a truism. 

(4) Finally, if jurisdictional conflicts 
between state and Federal agencies 
should occur, in the long run both indus- 
try and the public suffer. This brings 
me to the subject of Federal-state rela- 
tions in administering their added re- 
sponsibilities and powers. 


II. Federal-State Relations 


This problem is two-sided. On the 
one hand, the growing revival of state 
activity in regulating utilities might stim- 
ulate an extreme states’ rights attitude, 
resenting any contacts with, or intru- 
sions of, Federal agencies. That attitude 
is just as damaging to effective regula- 
tion as a lordly attitude on the part of 
either Federal agencies or management. 


On the other hand, Federal agencies 
have the responsibility of integrating 
their control with that by the states. It 
has been said of some Federal agencies 
that they have an itch for power. If the 
Federal commissions with which we are 
most directly concerned were to choose 
to reach out for broader and broader 
jurisdiction, seeking to attain national 
uniformity too rapidly or where it is 
unnecessary, it would only be human na- 
ture for state agencies to resent and re- 
sist such encroachment. In that event 
jurisdictional conflicts might arise. I am 
confident that unless checked such juris- 
dictional conflicts would only cause in- 
convenience and expense to the industry 
and in the long run to the consuming 
and investing public. This is recognized 
in various recent Federal acts which ex- 
pressly exempt certain transactions from 
Federal control and which specifically 
provide for Federal-state cooperation and 
mutual assistance. I am confident that 
the present administrators of Federal 
commissions are aware of this potential 
problem and will not be fooled by those 
who seek to incite such friction. As far 
as my observations go, those who now 
hold influential positions on Federal com- 
missions support the view that long dis- 
tance regulation of predominantly local 
interests in the utility industry is not in 
the public interest. With that view I 
am in accord. As long as Federal and 
state agencies present a united front in 
joint support of this principle, regulatory 
effort will not be divided and weakened. 
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There is a field where Federal juris- 
diction is and should be dominant, and 
likewise there is a field where state con- 
trol is and should be dominant. Between 
these two, there is a borderline, or twi- 
light zone of dual or overlapping juris- 
diction. Especially, although not solely, 
in this twilight zone state and Federal 
agencies have a task challenging their 
statesmanship. That task is to work out 
policies and means of cooperation for 
joint regulation. In my opinion the de- 
velopment of adequate methods of joint 
regulation of utilities is one of the most 
important jobs of the next decade. Un- 
less this problem can be satisfactorily 
solved, the consequences may be exclu- 
sive Federal control or public ownership. 

The precise details of a policy of joint 
regulation must be left to the customary 
democratic process of trial and error. | 
am most concerned now in pointing out 
that there is an awareness of these prob- 
lems and a disposition on the part of 
both Federal and state agencies to tackle 
them in a mutually helpful, rather than 
antagonistic, frame of mind. 


However, there are certain fields of 
control in which the direction of joint 
efforts is already indicated. Happily, in 
matters of accounting a substantial start 
has been made. The uniform system of 
accounts for electric utilities recom- 
mended by the National Association of 
Railroad and Utilities Commissioners has 
been prescribed by the Federal Power 
Commission in substantially identical 
form. A majority of the states have 
adopted either one or the other. The 
Committee of which I have the honor to 
be chairman and on which the Federal 
Power Commission is represented by Mr. 
Smith who speaks to you tomorrow, has 
gone further. It has recommended lists 
of retirement units and an annual re- 
port form both of which also have been 
adopted by the Federal Power Commis- 
sion without substantial change. We 
have also worked out a scheme for cooper- 
ative consultation in interpreting the uni- 
form system of accounts, in which scheme 
representatives of your accounting com- 
mittees are participating. 

I hope I do not trespass on Mr. 
Smith’s subject with these additional ob- 
servations. Your accounting committees 
offered many helpful suggestions on all 
the matters referred to. We have ap- 
preciated this assistance. The degree of 
uniformity finally achieved could not 
have been accomplished without the hard 
work and willingness to cooperate of all 
members of our committee and other 
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interested parties. You should know 
that from your own experiences in try- 
ing to reach agreements on accounting 
principles. Finally when I think of what 
the results might have been if state and 
Federal commissions had each gone their 
own way, the new system of accounts 
represents a tangible accomplishment of 
joint regulation which is likewise in the 
interest of the industry. 
fair trial. 


It deserves a 


Numerous opportunities for joint Fed- 
eral-state efforts appear also in the field 
of mergers and integration lest these mat- 
ters, in the absence of joint consideration 
of some kind, be viewed too much from 
the standpoint of finance and investors 
and not enough from the standpoint of 
operating economies, rate levels, and the 
interests of consumers. Likewise in pass- 
ing upon security issues, the determina- 
tion of depreciation rates, and the fixing 
of rates for certain limited classes of ser- 
vice joint state and Federal efforts seem 
desirable. ‘The important thing is that 
consultation should take place before offi- 
cial action by either agency, an obligation 
resting on both state and Federal agen- 
cies. I hold no brief for any particular 
method of joint consideration. The me- 
chanics of joint action should be adapted 
to the situation. Conferences, joint hear- 
ings before joint boards, correspondence, 
and joint field investigations—all these 
and perhaps others might be utilized. 

What are the major objectives of some 
of the state or Federal activities which I 
have been describing generally? Take 
for one example the activities of some 
commissions in standardizing and sim- 
plifying rates. Elimination of most of 
the great variety of rate forms is in- 
tended to avoid unreasonable discrimina- 
tion and make it easier for customers to 
understand their bills with consequent 
improvement of public relations. More- 
over, it tends to simplify customers’ bill- 
ing and accounting, and consumer anal- 
yses and thus tends to reduce costs. 


There is a trend toward more ample 
provisions for depreciation and for more 
careful determination of depreciation 
rates. Improvement of the financial con- 
dition of the utility and safeguarding of 
investors’ interests are among the con- 
templated ends. Although this work 
throws added responsibilities upon you 
as accountants in making depreciation 
studies, I am sure you do not ¢ontend 
that the general objectives are not desir- 
able. 

Finally, may I refer briefly to the re- 
vision of property records which some 
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commissions are now requiring. I know 
that this is a vexatious problem for you; 
and I know also that I am not qualified 
to discuss the complex, technical details 
of this problem. But in your discussions 
of these details I hope you will bear in 
mind the chief ultimate objectives of 
revised property records and the circum- 
stances which have called forth these 
requirements. 


As I see it, the need for revised prop- 
erty records has a three-fold source: (1) 
Unrecorded and improperly priced re- 
tirements have been found in most in- 
vestigations; (2) in other cases incom- 
plete and inaccurate plant records have 
necessitated expensive field inventories to 
reconcile books of account and actual 
used and useful property; (3) the ex- 
pense of obtaining or checking reproduc- 
tion cost estimates has suggested a search 
for less costly and time-consuming valu- 
ation methods. If it is contended that a 
property record to fill the last-named 
need is more detailed than otherwise 
necessary, I would point out that as long 
as courts or utilities insist upon a valua- 
tion formula giving consideration to re- 
production cost estimates, commission 
may well feel impelled to insist upon that 
kind of a record. If some way could be 
found to eliminate the need for unwork- 
able valuation formulas, property rec- 
ords, though necessary, might not have 
to be so detailed. 

The objectives in property record re- 
visions, as I view them, are to enable 
verification of property and changes 
therein, including retirements, and the 
costs of plant, and to eliminate the need 
for periodic re-inventories. The useful- 
ness of such records in original cost and 
depreciation studies seems obvious. With 
respect to the cost of this work, it seems 
to me well to bear in mind that these 
costs represent to a certain extent an 
accumulation of costs deferred in the past 
and that the recurring cost of such rec- 
ords will be much less than the initial 
cost of setting them up. 

These are some of the aims on the 
frontiers of utility regulation as they are 
now unfolding. The question arises as to 
what attitude you, as accounting repre- 
sentatives of management, take toward 
these developments in regulation which I 
have so briefly mentioned. 


III. Management Attitudes 


Between the lines you may already 
have detected some of my answers to the 
third question with which I began. 

(Continued on page. 551) 
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Problems in Uniform Utility Accounting 


By Charles W. Smith 


Chief, Bureau of Accounts, Finance and Rates, Federal Power Commission, 


Washington, D. C. 


A paper presented before the Joint National Accounting Conference of the Edison Electric 
Institute and the American Gas Association, Chicago, II]., December 12-14, 1938 


NOTICE that I am _ scheduled 

to talk on Problems in Uniform 

Utility Accounting. Although, as 
you know only too well, that is a pretty 
broad subject, it is not quite broad 
enough to cover what I would like to 
say on this occasion. I am sure, how- 
ever, you will indulge me if I stray 
somewhat off the beam. 

For many years prior to 1935, there 
was an ever increasing volume of criti- 
cism by commission representatives and 
utility officers, too, of the system of 
accounts for electric utilities then gen- 
erally prescribed. This criticism grew 
so loud and continuous that the Com- 
mittee on Statistics and Accounts of 
Public Utility Companies of the Na- 
tional Association of Railroad and 
Utilities Commissioners decided in 1935 
to do something about it. The efforts of 
that Committee, in collaboration with 
the accounting staff of the Federal 
Power Commission, culminated in a 
system of accounts—all too familiar to 
you by now—which was adopted by the 
Federal Power Commission in 1936 and 
by the National Association of Railroad 
and Utilities Commissioners later in the 


same year. 
In drafting the new system of ac- 
counts, three fundamental principles 


were kept constantly in mind and, in 
fact, most of the debate centered around 
them. These principles were: 

1. Accepted principles of account- 


ing. 

2. Information needed by manage- 
ment. 

3. Information need by regulatory 
agencies. 


In addition, the conferees, in spite of a 
few unkind statements to the contrary, 
never for a moment lost sight of the 
fact that accounting is, and must al- 
ways be, only a means to an end. 


Much has been written in recent 
months regarding “accepted principles 
of accounting.” To the followers of 
Paciolo these words have an important 
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and almost a magical meaning. They 
are contained in practically every public 
accountant’s certificate. But there ap- 
pear to be two schools of thought as to 
what are the accepted principles of ac- 
counting. One school seems to hold that 
only those principles conforming to 
sound philosophy and logic of accounts, 
regardless of current practices, should 
be admitted to the category, whereas 
the other school seems to hold that .good 
accounting, like good English, depends 
wholly upon usage. We, who drafted 
the system of accounts, took the view 
that accepted principles of accounting 
comprise existing practices, with a 
few exceptions where we felt abuses 
had crept in, plus those principles which, 
even though never practiced, are con- 
sonant with sound accounting philoso- 
phy. Any other theory, I say to you, 
would tend to perpetuate bad account- 
ing practices or stem the tide of ac- 
counting progress. As thus defined, the 
accounting system, I am sure, conforms 
to the accepted principles of accounting 
and it now, of course, conform: iv good 
usage as well. 

The second fundamental principle 
was the needs of management. We 


were not unmindful of the fact that 
many utilities had so subdivided and so 
re-arranged the system then generally 
prescribed as to constitute almost a dif- 
ferent system in substance. Nor were 
we unmindful of the fact that a com- 
mittee of one of the associations here 
represented had in progress a draft of 
a new system of accounts for electric 
utilities. There was ample evidence that 
the needs of management were not be- 
ing served properly by the accounting 
system then in vogue, and a new and 
better system was desired. 


The third fundamental principle, and 
the one quite naturally foremost in our 
minds, related to the accounting infor- 
mation needed by regulatory agencies. 
Prior to 1936 there was a great dearth 
of vital information in reports of public 
utilities to the various commissions. 
The new accounting system was de- 
signed to remedy this condition and, 
speaking from personal experience, I 
know some of our aims in this direction 
are being achieved. I know of cases, 
for instance, where field investigations 
consuming public and private time and 
money would probably have been re- 
sorted to had not the new system of 
accounts and its related annual report 
form been in effect. 

Mr. Bernard S. Rodey, Jr., on an- 
other occasion, has portrayed very 
graphically the rising accounting costs 
per customer compared to the decreas- 
ing costs of electricity production and 
has shown in some detail the causes of 
the ascending costs. Part of the in- 
crease, of course, is due to modern com- 
plexity of organization, for with all of 
our accounting aids it is difficult to pro- 
duce mass, but intelligible, figures with 
the facility with which we produce mass 
goods. As industry becomes more com- 
plex and as management requires more 
accounting data, it is only natural that 
the requirements of public service: com- 
missions will likewise be on the ascend- 
ing scale. 
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I have given this matter of account- 
ing costs considerable thought, and while 
I do not see much prospect of imme- 
diate relief, sometimes I seem to see a 
faint ray of hope. This ray, which 
you may not see through the same lens, 
lies in the direction of a different theory 
of rate-making than that currently re- 
ferred to as the “law of the land.” 
Many of the refinements of our system 
of accounts are based upon what has 
aptly been termed “the dollar follow the 
property” theory. This theory is the 
direct outgrowth of much testimony, 
tending to impeach books of account in 
the rate-making process, to the effect 
that the dollars in the books do not re- 
flect the cost of the actual properties 
in use. To obviate this condition, we 
now have rather elaborate work order 
requirements and there has been pre- 
scribed a detailed list of units of prop- 
erty, both of which, among many other 
things, are designed to remedy the con- 
dition complained of. Speaking for 
myself and myself alone, I would be 
willing to eliminate some of the present 
niceties in the system if an accounting 
rate base—such, for instance, as pru- 
dent investment—should become the es- 
tablished law in fixing rates. I declare 
with equal emphasis, however, that as 
long as reproduction cost is considered 
an element in determining the rate base, 
I have no recourse but to go to the 
necessary extreme to put an end to the 
impeaching of books of account as the 
best evidence of the cost of facilities 
devoted to public use! If necessary to 
make finer refinements to accomplish 
this purpose, then I am prepared to go 
that far. The impeaching of books of 
account kept in the everyday course of 
business by those who keep them, I hope 
will soon be an outmoded practice. 


As concrete examples of the attempt 
to keep accounting costs down, may I 
cite the cooperation of the State com- 
missions and the Federal Power Com- 
mission in drafting a uniform system 
of accounts fer electric utilities, a list 
of retirement units, and a uniform an- 
nual report form. The system of ac- 
counts has been prescribed by some 
twenty-eight commissions and, it is esti- 
mated, is in effect in ninety per cent 
of the industry. It is hoped the same 
degree of uniformity can be achieved 
for natural gas companies on whose sys- 
tem of accounts we are now engaged. 

It has been said, and justly so, that 
uniform systems of accounts make ac- 
counting too precise. Yet I believe that, 
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generally speaking, no other course is 
feasible. Even with the rather elaborate 
system of accounts we now have, some 
important matters are left to the dis- 
cretion of the utility. It is not required, 
for instance, that administrative over- 
heads be capitalized. Suppose in a given 
case, they are not capitalized but five 
years later a new accounting officer takes 
the view his predecessor was wholly un- 
informed in the matter and then pro- 
ceeds to restate the accounts. If 
this condition becomes prevalent, then 
you can expect much more precise rules 
as to the treatment of administrative 
costs than are now prescribed, for if 
consistency is a jewel in other fields, 
then in accounting it is indeed a virtue. 
Accounting it appears is well headed 
into the port of “accepted principles 
consistently maintained.” ‘This is alto- 
gether as it should be; it is a most prom- 
ising sign. It is the best direction our 
profession has taken in our generation. 
I would not dare be so unorthodox 
as to ignore the subject of depreciation 
in a discourse of this kind. Depreciation 
accounting is not so much of a problem 
in other industries as it is in the public 
utility field. It is a genuine problem, 
however, in our work. Thus it is well- 
known that practically all public ac- 
countants’ certificates attached to pub- 
lic utility balance sheets contain quali- 
fications as to depreciation accounting. 


Generally speaking, public utilities 
have not followed and are not follow- 
ing correct depreciation practices. Some 
public utilities are still practicing the 
retirement reserve theory although our 
uniform system of accounts definitely 
requires depreciation accounting. This 
condition cannot, in my opinion, long 
exist. A day of reckoning will certain- 
ly ensue. 

It is gratifying to note on the other 
hand the depreciation studies which are 
under way by some large companies. 
Some utilities on their own initiative 
and others pursuant to definite commis- 
sion orders, are rapidly approaching 
full-fledged depreciation accounting. 
These utilities will inevitably set stand- 
ards by which others will be judged. 
What will happen five or ten years from 
now when utilities which have neg- 
lected the depreciation problem go to 
the money market? The answer un- 
doubtedly will be higher cost of money. 
Accordingly, 1 urge those of you who 
are not already depreciation conscious to 
arouse yourselves, make the studies, and 
measure the adequacy, vel non, of your 
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reserves. In short, become fully in- 
formed in this matter, for I believe if 
you become informed you will do some. 
thing to improve the situation. It may 
be worth remembering, that to the ex- 
tent you solve your own depreciation 
problem, it will be unnecessary for regu- 
latory commissions to solve it for you. 
I note, with a great deal of pleasant 
interest, that you have given much at- 
tention to this subject during the last 
couple of days. 

A word concerning the depreciation 
method. An acceptable depreciation 
method ought to relate directly to the 
consumption of service values. This, I 
believe, is a fundamental principle. The 
Federal Power Commission has estab- 
lished no one particular depreciation 
method, although it has broad powers 
under the Federal Power Act in regard 
to depreciation accounting. Nor have I, 
at least not yet, ever advocated one 
method to the exclusion of all others. 
Undoubtedly, however, the straight-line 
method commands the most respect. If 
you employ another method, you may 
likely be somewhat of an apologist for 
the method used, whereas no one need 
ever apologize for using the straight- 
line method. In other words, do not 
discard the straight-line method with- 
out examining well its basic logic and 
effect. 

In regulatory circles today, there is 
very strong sentiment for making con- 
sistent the method of computing annual 
depreciation expense with the method 
of computing depreciation to be de- 
ducted in determining the rate base. 
Much support for this sentiment is 
gleaned from the decision of the United 
States Supreme Court in the [Illinois 
Bell Telephone Company case. If it 
should ultimately develop that “ob- 
served depreciation” only is deductible 
from the gross rate base, then it is rea- 
sonable to expect the annual allowance 
to be measured so as to square with 
what is observed. This result, I submit, 
would not be a happy one, for it would 
destroy all progress toward bringing 
order out of chaos in this most impor- 
tant realm. I sincerely hope it will not 
have to be resorted to. 

Many persons have asked me what 
is to be done to convert retirement re- 
serves into adequate depreciation re- 
serves under the new basis of account- 
ing. This, of course, is a most difficult 
question, one which the Interstate Com- 
merce Commission has been trying to 
answer for many years. For the electric 

(Continued on page 550) 
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The 1938 Depreciation Problem 


By C. E. Kohlhepp 


Chairman, E.E.1. Depreciation Accounting Committee 


A paper presented before the Joint National Accounting Conference of the Edison Electric 
Institute and the American Gas Association, Chicago, IIl., Dec. 12-14, 1938 


FEW of us, representing the 

AGA and EEI, are appearing 

here today in a symposium to 
present the current status of the ancient 
depreciation problem, to outline its 
scope, and to tell you what our plans 
are for the immediate future. We are 
not proposing to present a cure-all solu- 
tion to the hydra-headed problem, which 
has operating expense, reserve, fund, rate 
base, valuation, and income tax compli- 
cations. This is, we hope, a progress 
report. 

Within the business life of many of 
us a better understanding of the mean- 
ing of the term “depreciation” has grad- 
ually developed from the early days 
when, for example, the United States 
Supreme Court said (Kansas - Pacific 
Railroad Case —- 1878, 99 U.S.455): 

“Depreciation account or expense not 
charged up ... is not a proper charge to 
operating expense. ... Only such expendi- 
tures as are actually made can with any 


propriety be claimed as a deduction from 
earnings.” 


Some electric railways never charged 
or credited anything except net salvage 
to property and plant or Depreciation 
or Depreciation Reserve, leading to Carl 
Thompson’s bewhiskered story about the 
“horse car mules” still being in plant 
account, and a few leading utility ex- 
ecutives even seriously advanced the 
theory that there was no such thing as 
depreciation because “appreciation al- 
ways offsets it.” 


On the other hand, consider the grasp 
of the problem and almost prophetic 
vision of controversies now in the courts 
contained in the theory of Vitruvius, a 
Roman architect and engineer who prac- 
ticed during the reign of Augustus. 
Vitruvius felt that “1/80th of the cost 
of a brick wall should be written off 
each year, unless the wall stands straight, 
in which case nothing is to be written 
off.” 

From these crude beginnings we have 
now reached, I believe, an accurate com- 
prehension of what depreciation really 
is. The following is a good definition, 
taken from Prentice-Hall Federal In- 
come Tax Service: 





MR. KOHLHEPP 


“(14,005) MEANING OF DEPRECIA- 
TION—Depreciation is the loss of value 
resulting from physical decay or from ob- 
solescence or inadequacy. It will be seen 
that there are really tao forms of depreci- 
ation, the one said to be physical, and the 
other functional. 

“Physical depreciation is the result of de- 
terioration due to work or to age. It results 
from use, decay and the action of the ele- 
ments. Functional depreciation is the result 
of lack of adaptation to function. It results 
from changed conditions and surroundings 
which render the structure ill adapted to 
its work from growth of the business which 
renders it inadequate; from decline of the 
business which renders it too large; or from 
the development of the art which makes 
desirable the substitution of other methods, 
equipment and structures. The terms ‘inade- 
quacy’ and ‘obsolescence’ are often used to 
denote in part what is here termed ‘func- 
tional depreciation.’ Physical depreciation is 
a constant factor; it begins as soon as the 
structure is exposed to the action of the 
elements or is put to use. Functional depre- 
ciation is fortuitous; it may come into play 
during the lifetime of a particular structure 
and it may not.” 


Reproduced herein is a chart from 
Kester’s Accounting Theory and Prac- 
tice, which assists, by visual demonstra- 
tion, in understanding the many factors 
leading to the retirement of property. 

It need not be argued, but only stated 
as a fact, that confusion and erroneous 
conclusions have resulted from the loose 


use of the word “depreciation” and fail- 
ure to draw a distinction between its 
two distinct types. Physical deprecia- 
tion represents a definite and progressive 
lessening of the service life of property. 
I believe it is as real a current expense, 
to be recognized on the books and paid 
for by present rate payers, as coal or 
labor. It can usually be forecast with 
reasonable accuracy if proper considera- 
tion be given to maintenance and mainte- 
nance accounting processes. On the other 
hand, functional depreciation represents 
unpredictable losses due to obsolescence, 
inadequacy, governmental requirements, 
introduction of more efficient machinery 
or methods, accidents, etc. It is an ex- 
pense which should be recognized, pro- 
vided for, and paid for by rate payers, 
only when, as, and if it occurs, as its 
existence appears imminent, or, as it is 
known to be operating to reduce the 
useful life of specific property. Gener- 
ally it cannot be forecast with any ac- 
curacy whatever. The argument for 
straight-line depreciation is based largely 
on facts regarding physical depreciation, 
while the case for the Retirement Re- 
serve theory rests substantially on such 
facts relating to functional causes of re- 
tirements. 


Some of us, from time to time, have 
toyed with the idea that perhaps the 
solution to the problem is two reserves, 
one for physical depreciation, the other 
for functional. 

As to the courts, it seems safe to say 
that depreciation problems will be pre- 
sented to them more intelligently and 
that no one can accurately predict what 
the trend of decisions is likely to be. In 
the now famous Lindheimer-IIlinois Bell 
Telephone case the United States Su- 
preme Court seems to have at least given 
lip service to the “observation” method 
of determining “accrued depreciation” ; 
agreed that there should be a disparity 
between such “observed” amount and 
the reserve; said “elaborate calculations 
which are at war with realities are of 
no avail.” At the same time they could 
not approve too great a disparity between 
a straight-line reserve and observed de- 
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Chart Showing Causes of Depreciation® 
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“Kester, Accounting Theory & Practice—P. 231. 


preciation, at least they found a reserve 
so set up excessive, and left some doubt 
as to their views on straight-line depre- 
ciation. 

In what is recognized as a learned dis- 
cussion of the whole subject of account- 
ing for depreciation, Mr. Justice Bran- 
deis, in an opinion in United Railways 
vs West 280 U. S. 234, in which he 
dissented from the majority of the Court 
as to the basis upon which depreciation 
charges were to be made, i.e., present 
value or cost, specifically stated that the 


(280 U.S. at P. 262): 


“ 


- annual depreciation charge is not a 
measure of the actual consumption of plant 
during the year. No such measure has yet 
been invented. There is no regularity in the 
development of depreciation. It does not pro- 
ceed in accordance with any mathematical 
law. There is nothing in business experi- 
ence, or in the training of experts, which 
enables man to say to what extent service 
life will be impaired by the operations of a 
single year, or of a series of years less than 
the service life.” 


The Retirement Accounting process 
provided in the NARUC Classification 
of Accounts from 1922 and 1937 recog- 
nized these facts; recognized that flexi- 
bility is essential if such facts are to be 
recorded. It would be idle to argue that 
this flexibility was not abused in some 
cases. We must co-operate with regu- 


latory representatives to remove the pos- 
sibility of abuse and yet retain an oppor- 
tunity to record facts. 

I have referred briefly to some phases 
of past history, of the variant views and 
attitudes on the subject, to give a back- 
ground to the discussion of our present 
problem. 


Now where are we today? Clearly 
our task is one of relating practical ac- 
counting, financial and rate making 
problems, growing out of the past re- 
tirement reserve process, to the new de- 
preciation accounting requirements and 
the confused and perhaps changing legal 
aspect of the situation. We are facing 
a determined effort by regulatory au- 
thorities to impose “straight-line” depre- 
ciation. The straight-line method has 
been defined as one in which the service 
value of plant is spread over its life, as 
nearly as practicable, in equal annual 
amounts. Many regulatory authorities 
apparently propose to use such straight- 
line amounts, currently and perhaps re- 
troactively, as a measure of reduction in 
value! 

It is our duty as utility accountants, 
as men whose main duty is to recognize 
a fact when they see one, but who also, 
if they are anything more than book- 
keepers, grasp the significance of the 
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effect of accounting processes on the 
financial. well-being of their companies 
and on the rights of the rate payers, to 
be sure our managements grasp the full 
significance of this situation. 

The new NARUC and FPC classi- 
fications define depreciation as “the loss 
in service value not restored by current 
maintenance, incurred in _ connection 
with the consumption or prospective re- 
tirement of utility plant in the course 
of service from causes which are known 
to be in current operation and against 
which the utility is not protected by in- 
surance.” 

Note carefully the language which 
says “loss in service value.” It’s per- 
fectly all right to define what deprecia- 
tion is but to say that the amount put 
upon the books is the same animal raises 
serious questions. In other words, 
whether the annual appropriation and 
the reserve represents some Commis- 
sion requirement, a corporation’s esti- 
mate of the proper amount of physical 
and functional depreciation for a year 
or groups of years, or an attempt to 
spread the estimated total life in equal 
annual amounts for accounting and 
financial uniformity reasons, the amount 
so recorded is interpreted as the com- 
pany’s estimate of reduction in value of 
its property. It may be nothing of the 
kind. We say this, we believe, with a 
full appreciation of regulatory problems 
and equity to ratepayers. 

To make the situation worse, there 
is evidence that in valuation matters, 
where the actual facts as determined by 
engineers should govern, some regula- 
tory authorities would make retroactive 
computations on a “straight-line” de- 
preciation basis, to determine what the 
reserve “should be” on this arbitrary 
basis. Such “reserve requirement” will 
be deducted for the purpose of determin- 
ing what the rate base should be. Espe- 
cially as applied to situations where the 
Retirement Reserve process was used in 
good faith, this might be called a lot 
of things, but you wouldn’t call it jus- 
tice. A prominent and influential mem- 
ber of a strong state commission 1s 
reported to have said, boldly and pub- 
licly, that he will be glad to allow liberal 
annual depreciation because the retro- 
active application of such current depre- 
ciation rates would produce a rate base 
so low that the over-all effect would be 
a reduction in rates. 

Our problem and task stand out 
crystal clear. We must devise, or assist 

, (Continued on page 526) 
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Causes of Property Retirements 


By H. C. Davidson 


Consolidated Edison Co. of New York, Inc., New York, N.Y. 


A paper presented before the Joint National Accounting Conference of the Edison Electric 
Institute and the American Gas Association, Chicago, IIl., Dec. 12-14, 1938 


HE subject assigned to me in this 
group discussion of Depreciation 
is “Causes of Property Retire- 
ments.” My remarks will be in the na- 


ture of a progress report of the Sub- 


committee organized last summer for 


the study of that subject. In this prog- 
ress report, I hope to bring to your 
attention the objectives of the Committee 
activity and their pertinency to the gen- 
eral studies of Depreciation Accounting 
in which the industry is now engaged, to 
meet the new problems of the recently 
promulgated classifications of accounts. 

It is also my hope that I may be able 
to stimulate your interest in this subject 
to the end that through your cooperation 
the industry may have more complete 
factual evidence of the true character- 
istics of property retirements and their 
relation to the economics of Depreci- 
ation Accounting. To me this under- 
standing of the facts seems the first pre- 
requisite to sound conclusions upon the 
subject, and equally essential whatever 
one’s theories on this controversial sub- 
ject. 

In order to avoid discussing at cross 
purposes the significance of the causes 
of retirements, I wish to refer briefly to 
certain aspects of the background from 
which I approach the subject. 

Situation of Utilities -Not Comparable 

with Private Industry 

The situation of the utilities is not 
comparable with that of private industry, 
either as to the economics or the conse- 
quences of Depreciation Accounting poli- 
cies. A private company may deliberately 
anticipate its depreciation requirements. 
For example, the General Electric Com- 
pany, as a private company, can write 
its plant down to $1.00 if it wishes to 
and its earnings are sufficient to permit 
it. But that does not mean that in the 
sale of, say, a turbo-generator, it will be 
limited in its selling price, by reason of 
that depreciation accounting, to the cost 
of the generator without any return on 
the property actually employed to manu- 
facture it. 

Instead, such writing down, as prac- 
ticed by private companies, represents 
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merely conservative financial policy, as a 
protection to the financial strength of 
the company rather than as a measure 
of the diminution in value of the prop- 
erty employed. It is a common practice 
of private companies to relate depreci- 
ation primarily to earnings by setting 
aside larger amounts in prosperous years 
and less in lean years. 

So in the approach to this question we 
must recognize that the problem of De- 
preciation Accounting of the utilities is 
not analogous to that of private industry. 
There is an effect upon values, and con- 
sequently upon earning power, present 
and future, in the Depreciation Account- 
ing practices of the utilities, for which 
there is no counterpart in the accounts 
of private industry. The utilities must 
therefore pattern their Depreciation Ac- 
counting more closely in accordance with 
the actual facts of depreciation than is 
necessary in the ordinary private busi- 
ness. 

Measure of Unmatured Depreciation— 

The Difficult Problem 

The really difficult problem in at- 
tempting to measure the progress or ex- 
tent of depreciation in a going property, 
whether it be related to values or as a 
foundation of Depreciation Accounting, 


is to find a proper measure of the un- 
matured loss in existing property. 

Matured depreciation, as represented 
by property actually retired, is factual. 
It is definite in its amount and must be 
provided for in full. After a unit of 
property has gone out of service, the 
cause of its retirement ceases to be of 
importance. The accounting require- 
ments are the same whether its with- 
drawal was due to gradual wear and 
tear or an instantaneous change in con- 
dition, or whether physical or economic 
reasons were responsible for the termi- 
nation of its use. 

But that is not true of the unmatured 
depreciation. The extent of unmatured 
depreciation in the property of a going 
concern cannot be measured with any 
degree of accuracy. Too much depends 
upon factors that cannot be humanly 
predicted. Such conclusions as can be 
reached regarding it, beyond the imme- 
diate future, represent purely opinion or 
judgment, as to which there is no royal 
road to the answer. 

To me, Depreciation Accounting, as 
prescribed in the recent classifications, 
differs fundamentally from amortization, 
with which it so often seems to be con- 
fused. Depreciation as defined, involves 
a measure of value, whereas amortiza- 
tion represents only a spreading over an 
adopted period. 

In attempting to measure unmatured 
depreciation, therefore, we must recog- 
nize that it is not a mere spreading. 
Nor is it something that can be forecast 
in advance, to be charged off over some 
determinable period, as discount on 
bonds is spread over the life of the bonds 
or prepaid rent is spread over the term 
of the lease. Instead, it calls for a mea- 
sure of value, or rather loss in value, 
under conditions which are dependent 
upon future happenings, both internal 
and external in character, for which 
there is no standard or accepted yard- 
stick. 

Characteristics of Retirement Losses 


We must also recognize that the char- 
acteristics of the changes taking place, 
which will ultimately lead to the re- 
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tirement of property, will inevitably 
influence the progress and extent of accru- 
ing depreciation during the life of the 
property. If Depreciation Accounting is to 
follow generally the actual conditions in 
the property, and is not to rest upon a 
mere spreading over an arbitrary period, 
the factors affecting the extent of loss 
at any given time during the life of the 
property must be taken into considera- 
tion. 

So it seems to me that the characteris- 
tics of depreciation, as evidenced by 
experience with property actually re- 
tired, afford a valuable guide in any 
estimate of the proper provision in De- 
preciation Accounting for the unmatured 
depreciation in the existing property. 
That, gentlemen, is the background of 
the Subcommittee activity, for the fac- 
tual study of the causes of retirements. 


Need of Factual Data on This Point 


It is not an exaggeration, I believe, to 
say that the development of the maxi- 
mum factual data is the first essential 
in the approach to this subject. Certainly 
the present available knowledge of the 
extent and character of depreciation 
losses, particularly obsolescence, in a go- 
ing property, is very limited. We lack 
the foundation for the proper considera- 
tion of realities in the accounting treat- 
ment of such losses. The tendency seems 
to be toward too much emphasis on sim- 
plifying the administrative features of 
Depreciation Accounting, at the expense, 
perhaps, of wandering from the facts in 
the actual measurement of the losses 
taking place. 


Nature of Data Sought by Committee 

And now a word about the nature 
and extent of the study of causes of re- 
tirements, in which the Committee asks 
your cooperation and assistance. Realiz- 
ing the time and effort necessary in any 
case to make a review of retirements and 
determine their causes, the data contem- 
plated has been confined to the bare es- 
sentials. 

The initial program, as tentatively 
adopted, provides in part for an analysis 
of retirement losses over a 10 year pe- 
riod, to ascertain, if possible, for the 
information of the industry, the losses 
which may be ascribed to 


(1) physical causes, such as deterioration, 
wear and tear and action of the elements, 

(2) functional causes, such as inadequacy 
and obsoleteness, and | 

(3) external causes, unrelated to the prop- 
erty itself, such as public improvements and 
destruction by flood, storm or accident. 

I know from my own experience that 
even these broad basic divisions are not 


always easy to determine, and that many 
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retirements are due to a combination of 
causes. There is usually one predomi- 
nant cause, however, that stands out, al- 
though there may be a few cases where 
the withdrawals have to be assigned to 
more than one reason. 

This minimum program does not at- 
tempt to exhaust the valuable data which 
might be compiled on this subject. If 
conditions permitted, much additional 
information relative to the relationship 
of property retirements to maintenance 
and to the extent of property involved, 
could be gathered to advantage to the 
industry. But that is subordinate to the 
basic data now sought and consideration 
of it has been deferred. 

As a test of the practical aspects of 
the contemplated analysis, the account- 
ants and engineers of our Companies 
have been at work in recent months 
upon the study of our retirements. We 
have completed the analysis of three 
years of the proposed ten year period. 
The composite result for the three years, 
which included charges to the Reserve 
of $37,000,000.00, shows that the causes 
of retirement losses were distributed as 
follows: 


Phivsienh “Caneinotiisie csc csiivccacss.asas 13% 

Inadequacy and Obsolescence.......... 79% 

Other Causes (public improvements and 
accidental destruction).............. 8% 


The figures, as compiled, were classified 
by departments so that the details were 
accumulated automatically for each class 
of property each year. The individual 
years showed substantial variations ac- 
cording to the proportion of the total 
represented by the various classes of 
property withdrawn. Also, the results 
for gas property showed different char- 
acteristics in some regards from electric 
property. 

These figures are of course merely 
fragmentary in comparison to compre- 
hensive statistics for the industry. The 
results of such a study for the industry 
as a whole, or a substantial part of it, 
cannot help but give a clear insight into 
the facts of property retirements, and to 
provide factual data relevant to any 
well-founded conclusions on the subject. 

Admittedly, in the present situation, 
the burden rests upon the industry either 
to accept the Depreciation Accounting 
theories prescribed or to suggest some 
sound workable substitute. On the other 
hand, it is the obvious obligation of both 
the authorities and the companies to 
work out some practical solution of the 
problem which will be consistent with 
the facts and be acceptable to both. To- 
ward that end, I cannot stress too 
strongly the importance, at this time, of 
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the most complete factual information 
regarding retirement losses. 

It is on that ground that, on behalf 
of the Committee, I ask your coopera- 
tion in a study that will call for substan- 
tial research directed to your own ex- 
perience. And I ask that you undertake 
this analysis in more than a superficial 
way, not merely as an accommodation 
to the Committee, but as a part of the 
development of comprehensive informa- 
tion for the benefit of the industry as 
the foundation of Depreciation Account- 
ing practices that may be sound, and at 
the same time meet the requirements of 
the various interests involved. 


Harry C. Abell 


ARRY C. ABELL, prominently 

identified with the Electric Bond 
& Share group of public utilities from 
1921 until his resignation in 1933, died 
in New Orleans, La., November 24, 
after a week’s illness. He was 69 years 
of age. 

Mr. Abell became a vice-president of 
the Electric Bond and Share Company 
when he joined the system in 1921 and 
he served as president of the National 
Power and Light Company from the 
time of its formation in 1925 until his 
retirement from active business five years 
ago. In addition to these executive offices, 
he relinquished his position as director of 
National Power and Light Company, 
vice-president and Director of Electric 
Power and Light Corporation, as direc- 
tor and chairman of the Memphis Power 
and Light Company and as vice-presi- 
dent and director of the New Orleans 
Public Service Company. 

A native of Winnipeg, Man., and a 
graduate of the Armour Institute of 
Technology, Mr. Abell was connected 
with the Canadian Pacific Railway, the 
Belding Motor Company of Chicago, the 
Anchor Line and the _ International 
Navigation Company. Later he joined 
Emerson McMillin & Company, which 
supervised public utility companies, and 
later served with American Light and 
Traction Company, which was spon- 
sored by the McMillin interests. 

For a number of years Mr. Abell took 
an active interest in the activities of the 
National Electric Light Association, hav- 
ing served as treasurer, and also in the 
American Gas Association, of which he 
was a vice-president. He was also a 
member of the American Institute of 
Electrical Engineers, American Society 
of Mechanical Engineers and the Engi- 
neering Society of Canada. 
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Depreciation Principles 


By H. L. Gruehn 


Consolidated Edison Co. of New York, Inc., New York, N. Y. 


A paper presented before the Joint National Accounting Conference of the Edison Electric 
Institute and the American Gas Association, Chicago, IIl., Dec. 12-14, 1938 


Depreciation is a confusing one but 

it is nevertheless necessary to call 
attention to that confusion as a starting 
point for an examination of the princi- 
ples which the utility accountant should 
follow in his particular phase of the 
Depreciation problem. The confusion is 
due, certainly in large part, to a failure 
to recognize the viewpoint, from which 
the problem is being discussed. The en- 
gineer’s viewpoint, the investor’s view- 
point, the regulator’s viewpoint and the 
economist’s viewpoint are of no means 
the same. I suspect that for accounting 
purposes some of the different viewpoints 
should not even be reconciled. 

Let me illustrate that point: To the 
engineer, depreciation means, princi- 
pally, the aspect of the physical and 
functional condition of the property he 
operates. An old piece of equipment op- 
erating at the same efficiency as a new 
piece of equipment is, broadly speaking, 
just as good to him as the new piece. 
His is the problem of matching operating 
and capital costs of present equipment as 
against prospective equipment. From his 
viewpoint the problem of depreciation 
concerns itself, essentially, with impair- 
ment in the serviceableness of his prop- 
erty, and in the relative efficiency of his 
property in comparison with newer fa- 
cilities, and both viewed against a back- 
ground of prevailing competitive and 
cost conditions. 


[: is trite to say that the problem of 


From the viewpoint of the investor, 
the problem is that of maintaining the 
integrity of his capital investment. His 
is the problem of seeing to it that he 
reserves the amount of his investment 
over the profitably productive period of 
the enterprise in which he has invested. 
His is the problem of reserving out of 
earnings, while there are earnings, enough 
to return him his investment by the time 
of the economic death of his enterprise. 
In this connection, it is both interesting 
and instructive to study the financial 
history of successful and unsuccessful 
American enterprises, particularly those 
which have long history and have there- 
fore surmounted many radical changes 
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in the country’s and their own business 
conditions. You will find companies 
which started out in one line of business 
and without suffering capital impairment 
in the meantime are now entirely en- 
gaged in quite a different field. As a 
matter of financial policy, these custo- 
marily are the concerns which re- 
couped the capital invested in the initial 
field of operations by the time that field 
became unprofitable. Their ability to 
make the transition to another field was 
due to the substantial recovery of their 
capital combined with their existence as 
a going enterprise ready for some new 
activity. They conquered the costs of 
obsolescence, both engineering and eco- 
nomic, as well as the physical consump- 
tion of their investment, primarily 
through their depreciation policy. A 
comparable financial policy for the utility 
investor is made more different by the 
regulated nature of utility earnings, but 
the essential problem remains the same, 
differing only in the degree of difficulty 
as to its execution. 

The legal viewpoint of the depreci- 
ation problem, as applied to the utility 
business, is something else again, and it 
is primarily the viewpoint of the regula- 
tory body. Here the main concern is 
with present value: with a fair return 


on the value of property and a return 
of the value of property. The existing 
physical and functional condition of the 
property, as it may be developed from 
observation and expert judgment, is a 
factor to be considered in determining 
the value of property; and the relation- 
ship between the needs for property re- 
placements and the annual allowances 
therefor being made out of expenses, as 
was developed at length in the Lind- 
heimer case, is another factor to be con- 
sidered. Both of these considerations 
must be viewed against the general back- 
ground of the rate making principle 
which seeks to fix rates at the cost of 
service, including a fair return on and 
a return of on the value of property, but 
which sets the value of the service as the 
upper limit upon rates. 


While I need not dwell on depreci- 
ation as the economist sees it, it is inter- 
esting to observe that seriously reasoned 
efforts in this field have linked a relation- 
ship between the swings of our business 
cycles and possible mitigation thereof 
with an intelligent handling of the de- 
preciation problem by industries—par- 
ticularly as it relates to the impact of 
obsolescence losses on the business cycle 
and the desirable features of reserving 
from the additional earnings made pos- 
sible by more efficient equipment enough 
to cancel those obsolescence losses in 
order to maintain the national capital 
intact. 

In part, the latter objective is also in 
the minds of those who, like Dr. Hey- 
mann, are willing to insure physical 
property against physical depreciation. 

These are some of the various view- 
points from which the single word “‘de- 
preciation” is regarded. It is under- 
standable, therefore, that sharp differ- 
ences of opinion exist as to the problem 
and that different opinions may be both 
seriously and violently advocated. 

I have said nothing about depreci- 
ation from the accountant’s viewpoint, 
but it is likewise understandable tha’ 
similar sharp differences of opinio, 
should be held. Perhaps this is so be- 


cause the accountant presumes to deal 
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with the collection and interpretation of 
business facts—and he serves manage- 
ment, the investor, the operator, and 
the regulatory interests. I am sure that 
you will recognize immediately some of 
these sharp differences even as between 
accountants. Thus, for the purposes of 
income taxation, the view seems to be 
that a regular fraction of the depreci- 
able investment is a proper charge 
against income, and that the amount 
which should have been so set aside in 
past years can now be determined. You 
will also recognize a viewpoint of many 
industrial accountants that appropri- 
ations for depreciation should be differ- 
ent in years of high profits than in years 
of low profits. You will recognize, | am 
sure, the viewpoint held by the railroad 
accountant that no provision need be 
made for unrealized property losses until 
the property needs to be replaced. There 
are differences of opinion even within 
the utility industry. 

I think some of these viewpoints are 
not reconcilable for the accountant, if 
by reconcilable is meant a set of account- 
ing principles and actions which encom- 
passes all these viewpoints. I have al- 
ready voiced my doubt whether for 
accounting purposes these conflictng 
viewpoints should be reconciled. 

Narrowed, then, to the problem of 
what the accountant shall do about de- 
preciation, let us see what we do and 
what we do not know about the subject. 
With a helpful motive in mind, may I 
suggest that we emulate the scientist 
who first seeks a meeting of the minds 
concerning the meanings of his words 
and ideas. The discipline of ascertain- 
ing the significance of words will be 
helpful in this as in other tangled prob- 
lems. 

First of all, let us see what the word 
“depreciation” itself means. In its lit- 
eral sense, depreciation means a fall in, 
or lessening of, value. For the present 
discussion it refers to the lessening in the 
value of property. It is elementary for 
me to point out that “value” of prop- 
erty is not the same as “cost” of prop- 
erty, and, therefore, in the customary 
sense neither is it synonymous with the 
investor’s outlay for property. The dis- 
tinction between “value” as contrasted 
with “cost” is very basic indeed. One 
need go no further in examining the dif- 
ference between “cost” and “value” than 
to recognize that among other factors 
“value” of property is affected by, or 
changes with, the cost to reproduce, or 
the changes in the specific usefulness of 
facilities, or changes in price levels. 
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“Cost” is but one, and only one, of the 
factors in the determination of “value.” 

Next, let us see what the accounting 
process consists of, as it applies to the 
problem of the cost and value of prop- 
erty. Accounting is a process of record- 
ing, of reckoning, of computation. 
Accounting could be a recording of 
changes in value in property, but as the 
mechanism is known today, it is custo- 
marily a recording of the costs of prop- 
erty. Whether accounting is conducted 
on the basis of “value” or the basis of 
“cost” of property, one point seems 
clear, namely, that the basis must be rea- 
sonably consistent to give the product a 
reliable meaning. 

If the “value” concept is to be fol- 
lowed, then the rise and fall in the value 
of property from factors other than 
wear and tear, obsolescence, etc., should 
be recorded, as well as lessening in value 
from wear and tear or obsolescence 
alone. If, on the other hand, “cost” is 
prescribed as the standard for recording 
property, and the recording of the rise 
or fall in value is not considered proper, 
it seems to follow that the recording of 
depreciation in its “value” sense may be 
a contradiction. 

Another aspect as to the process of ac- 
counting concerns the treatment of 
losses. I believe it correct to say that 
the accounting mechanism calls for a 
recording for losses in the sense of “real- 
ized losses” or “completed transactions,” 
but that before their realization or com- 
pletion only provisions for and in antici- 
pation of completed loss transactions are 
to be made. Here again the tyranny of 
words becomes an instrument of clari- 
fication. A provision for and in anticipa- 
tion of completed loss transactions are to 
be made. Here again the tyranny of 
words becomes an instrument of clarifi- 
cation. A provision in anticipation of a 
completed loss may prove to be inade- 
quate, sufficient, or 
case, the accounting recording does not 
purport to represent the realized loss, 
but only attempts to guess at what the 
future may prove to have been the cor- 
rect or incorrect present pro-rata esti- 
mate of that loss. 

Next, let us look for a moment at 
certain characteristics of the losses to 
property caused by wear and tear, ob- 
solescence, inadequacy, action of the 
elements, decay, action of public au- 
thorities and similar factors. In the first 
place, they do not seem to proceed 
evenly and regularly and proportionately 
with the passage of time. Some do pro- 
ceed so more than others, but the expe- 
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rience in the gas and electric field so far 
certainly suggests a highly uneven inci- 
dence. Obsolescence seems to have been 
a major factor and the incidence of this 
factor has often been of sudden and even 
unpredictable occurrence. It has even 
occurred that one of the factors affect- 
ing the “value” of property, viz., price 
levels, has produced realized prices for 
salvage of an item retired from service 
which has exceeded the cost of the facil- 
ity at the time of its installation. 

As an operating problem for the ac- 
countant to cope with in his recordings, 
it surely seems safe to say, too, that he 
cannot usually determine (other than 
for very short-lived articles) what ser- 
vice life may be expected from a facility 
until at or near the end of that period. 
And, if price levels should change drasti- 
cally, as they may in the next decade or 
as they did during the early period, the 
distortion to what may be _ recouped 
through salvage may even prevent. the 
accountant from estimating in advance, 
within reasonable margins of error, as 
to how much ultimate loss in the cost of 
property he should provide for over the 
service life of the property. 

What principles may thus be drawn 
for guidance in the accountant’s problem 
of recording the consumption of the cost 
of a utility’s property in the process of 
rendering service? 

The known data concerning the inci- 
dence and rapidity of property consump- 
tion in gas and electric companies permit 
the mention of only a few principles. 

First, “depreciation,” for utility ac- 
counting purposes means the losses in- 
curred during the period of use of all 
utility property devoted to the utility 
operations, as measured by the cost of the 
property minus the net salvage obtained 
at the end of the property’s useful life. 
“Depreciation accounting” means a sys- 
tematic method of charging Utility Op- 
erating Income for the anticipated prop- 
erty losses as above determined, as nearly 
as may be estimated over the useful life 
of the utility property. 

Second, as long as the basis of the pre- 
scribed accounting is cost, and not value, 
the accountant can record against the 
costs of rendering service only losses 
actually become realized plus interim 
provisions for an estimated loss to become 
realized or completed at some indefinite 
time in the future. I emphasize the word 
“provision,” as distinguishing the record- 
ing from an actually determined loss. I 
emphasize the word “estimated” because 
the accuracy of the amount recorded can- 

(Continued on page 551) 
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Present Views of Authority on Depreciation 


By H. C. Hasbrouck 


Chairman, A.G.A. Depreciation Accounting Committee 


A paper presented before the Joint National Accounting Conference of the Edison Electric 
Institute and the American Gas Association, Chicago, IIl., Dec. 12-14, 1938 


N the November issue of the Journal 
of Land and Public Utility Eco- 
nomics appears the second part of 

an article by C. Emery Troxel on Obso- 
lescence of Public Utility Property. This 
part is an analysis of court decisions and 
commission opinions on this subject. Its 
concluding sentence is: “In general, there 
is a notable absence of unanimity of opin- 
ion and understanding among commis- 
sions and courts on treatment of obsolete 
utility property.” 

While Professor Troxel’s article, keep- 
ing strictly within its expressed limita- 
tion, dealt solely with obsolescence, I 
think we accountants will be willing to 
agree that a “notable absence of unanim- 
ity of opinion and understanding” char- 
acterizes equally well the entire field of 
depreciation. 


The title of my subject on the pro- 
gram is purposely stated in very broad 
terms. Probably some of you who have 
read it want to know what is meant by 
“authority.” Well, whatever it means 
to any of you, I am sure that you will 
find a “notable absence of unanimity,” 
unless you are not going to recognize any 
authority except your own immediate 
boss. Even then a little cross-examina- 
tion might develop some inconsistencies 
in his opinions. 

A convenient classification of those 
who speak with some authority on the 
subject of depreciation is to divide them 
into four categories: 

Engineers 

Accountants 

Regulatory Commissions 

Courts 

Now, I do not propose to cite in this 
short discussion recent opinions by repre- 
sentatives of each of these four classes, 
though an intensely interesting presenta- 
tion might be made by doing just that. 
What I shall do, however, is to summa- 
tize for you briefly what I conceive from 
numerous discussions which I have read, 
heard, or participated in to be the most 
significant attitudes today of persons in 
each of the four types of authority just 
named. . 

The engineer thinks of and attempts 
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to deal with depreciation as a fact. He 
recognizes its root meaning of lost value 
and tries to relate that lost value to phys- 
ical and economic causes and to measure 
by the methods of his profession their 
effect. Engineers differ widely in the 
methods of measurement which they ap- 
ply. Nevertheless, they agree with few 
or no exceptions that the “lost” value of 
any given property or unit of property 
at any given time represents the excess 
of the value of a new and efficient unit 
and that such excess can be measured 
with a fair approach to accuracy. How 
much of this loss has been suffered by a 
certain property in a given period of time 
is a question which engineers can readily 
answer if supplied with all the data 
necessary to measure the depreciation at 
the beginning and end of such period. In 
fact, since the answer to such a question 
requires simply the subtraction of one 
arithmetical figure from another, even an 
accountant can do the trick. But the 
engineer is less certain if asked how much 
of the depreciation occurred during any 
particular subdivision of the period of 
time between his two sets of values. 
Sometimes he answers that it is fair 
enough to assume that the loss proceeds 
in proportion to the lapse of time, that 


is, in a “straight line.” More often he 
says that any such assumption can be 
made only to a limited degree and for 
certain types of property; that as to the 
other types there is no answer to the 
question except as a “matter of judg- 
ment.” The greater the engineer’s prac- 
tical experience, the more likely he is to 
give the second answer. 


The accountant is concerned with re- 
cording in his books of account the effect 
of depreciation in dollars and cents. He 
generally recognizes, however, subcon- 
sciously or otherwise, that either depre- 
ciation or appreciation is an indefinite 
and dangerous idea for an accountant to 
deal with unless the depreciation or ap- 
preciation is realized in a transaction 
which reflects the judgment of the mar- 
ket place rather than the opinion of an 
individual. Nevertheless, he has a whole- 
some respect for the practical financial 
difficulties that arise when the account- 
ant waits for the realization of deprecia- 
tion, and sometimes of appreciation, be- 
fore he makes an entry in his books of 
account. The accountant doesn’t like 
sudden fluctuations in his balance sheet 
and income statements. They make him 
lose a lot of sleep trying to explain them. 
Moreover, the accountant likes to have 
his books reflect factual transactions so 
far as possible, rather than opinions and 
estimates. So he is inclined to forget the 
root meaning of depreciation as loss in 
value, and considers it his job to treat 
depreciation as a special factor in cost 
accounting. He does not expect his 
charges for depreciation on the books to 
be a measure of value actually lost dur- 
ing the accounting period, but to spread 
or amortize the cost of long lived prop- 
erty so that no accounting period will 
bear so heavy a portion of it that he will 
have to make long explanations to the 
management or the stockholders of why 
net income took that sharp and sudden 
drop. To the accountant, therefore, a 
charge for depreciation is primarily a de- 
vice for equalizing over a period of years 
charges that would have to be recorded 
at irregular and unpredictable intervals 
and in irregular and widely varying 
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amounts if costs of long lived property 
were charged off only if, as, and when 
retirements of such property occur. 

The regulatory commissions—they are 
authority and don’t we know it! Their 
attitude, perforce, like that of the engi- 
neer and the accountant, takes its tinge 
from their function and their back- 
ground. In the main, the men who serve 
on these administrative bodies desire to 
keep their findings within the limitations 
of sound economics and justice to both 
investors and customers. (Of course, the 
ethical concept of justice and the scien- 
tific concept of sound economics are, in 
the last analysis, one and the same.) 
Relatively few members of regulatory 
commissions, however, have had much 
training in economic theory or much ex- 
perience in practical business manage- 
ment. Moreover, under our system of 
government, these regulatory commis- 
sions are essentially, no matter how they 
are chosen, political bodies. This means 
that they cannot be guided wholly by 
considerations of the long-run economic 
effect of their decisions but must give 
weight to what the voters at the next 
election will think about those decisions. 
So we must accept as philosophically as 
we can the fact that in dealing with de- 
preciation regulatory commissions are 
disposed to favor concepts which give 
them an at least superficially logical basis 
for transferring income from the pockets 
of investors, who have relatively few 
votes, to the pockets of customers, who 
have many. This does not mean, how- 
ever, that sound economic concepts of 
depreciation and depreciation accounting 
will not ultimately prevail if clearly and 
fairly urged in the dealings of the electric 
and gas industries with regulatory au- 
thority. 


Among authorities on depreciation the 
courts, of course, will have the last word. 
Up to now, the last word has not been 
said. The courts have displayed what 
from one point of view might be de- 
scribed as true judicial caution in dealing 
with the vexed subject of depreciation in 
its effect on public utility regulation. 
From a slightly different angle the atti- 
tude of the courts may seem like a some- 
what confused groping for a complete 
and logical conception of the problem. 
In my judgment, the principal reason for 
this caution or confusion, whichever you 
want to call it, is that both the judges 
who hear arguments and the advocates 
who present them as lawyers are notori- 
ously poor economists and worse account- 
ants. 
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Under the supervision of the Account- 
ing Committee of the Edison Electric 
Institute there is in process of compila- 
tion a digest of important court and 
commission cases dealing with deprecia- 
tion. Of this work I shall have more to 
say a little later. A memorandum which 
in the course of preparing this discussion 
I was privileged to receive from a mem- 
ber of the staff engaged in that under- 
taking contains some statements reflect- 
ing the judgment of the writer after his 
study of all recent leading court deci- 
sions. He says: “. . . there has perhaps 
been no time when the law on the subject 
was as uncertain and in flux as it is at 
present... . In the light of these conflict- 
ing decisions it seems unwise to lay down 
any hard and fast rules... .” 


The writer just quoted makes an in- 
teresting point in saying that one reason 
for the perplexing conflicts in court deci- 
sions is that what the courts have said 
on depreciation is often negative rather 
than positive. They tell us what cannot 
be done rather than what should be done. 

In all the leading court decisions, how- 
ever, I find that the emphasis is on depre- 
ciation charges and depreciation reserves 
as a measure of lost value and not on 
the accountants’ conception of them as a 
device for equalizing costs. It may be 
that this view of depreciation accounting 
will become so firmly embodied in the law 
that the accountants will have to turn 
the whole problem over to the engineers 
and content themselves with merely en- 
tering on their books whatever the engi- 
neers tell them should be the lost value 
of property at a given instant or over a 
given period of time. However, I do 
not believe that the battle for the ac- 
countants’ concept is yet lost. That 
concept is recognized in principle in the 
newer uniform systems of accounts put 
out by the Federal regulatory bodies and 
recommended by the National Associa- 
tion of Railroad and Utilities Commis- 
sioners, since depreciation charges therein 
purport to represent “lost service val- 
ue,” but “service value” is defined only 
in terms of “original cost.” It is my 
confident belief that the reasonableness 
of the accountants’ position can yet be 
demonstrated so clearly that the highest 
courts will recognize it and our law will 
be shaped accordingly. 

One important reason for the present 
confusion in both commission and court 
decisions is the failure to distinguish be- 
tween depreciation as a fact to be estab- 
lished like any other fact, by competent 
evidence ; and a method of accounting for 
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depreciation which will recognize the ir- 
regularity rather than the steadily pro- 
gressive character of its incidence, at 
least upon gas and electric physical prop- 
erty, and attempt to remedy this irregu- 
larity by a more or less artificial equaliza- 
tion of charges. The confusion could, I 
feel, be minimized if not entirely avoided 
if all concerned would keep in mind the 
essential truth in these two sentences: 

If charges for depreciation are conceived 
as the closest possible approximation to ac- 
tual loss in value suffered during a given 
accounting period, they cannot possibly fol- 
low a “straight line.” 

If such charges are conceived as an ac- 
counting convention to equalize over a se- 
ries of accounting periods the incidence of 
losses when, as, and if incurred, such 
charges may very properly be computed as 
a “straight line,” that is, as directly pro- 
portional to the passage of time, but they 
cannot possibly represent actual losses dur- 
ing the period for which the charge is made. 


At this point I wish to return for a 
moment to the analysis and digest of 
leading depreciation cases upon which 
the Edison Electric Institute is engaged. 
This work, I feel sure, is going to be a 
valuable source reference. It is a project 
in which Mr. B. S. Rodey, as Chairman 
of the Edison Electric Institute’s Ac- 
counting Committee, is deeply interested, 
and it is being carried on to a consider- 
able extent under his personal supervi- 
sion. Its unique feature is that it at- 
tempts not merely to digest opinions of 
courts and commissions but to analyze 
the entire record of the case, the evi- 
dence, exhibits, and briefs, in order to 
select salient points in testimony or argu- 
ments which throw light en the reasons 
for the decision. Consideration of such 
digests should be very helpful to wit- 
nesses, lawyers, or executives who are 
called upon to make their own case, in 
showing what sort of evidence and argu- 
ment has been effective and, even more 
important, what sort has not. Past per- 
formance in public utility litigation 
where depreciation was an issue is par- 
ticularly fruitful in showing what not to 


do. 


In the memorandum already referred 
to which comments on the Institute’s di- 
gest of cases in the light of the analysis 
thus made, the writer specifies some of 
the principal weaknesses in the presenta- 
tion of facts and arguments concerned 
with depreciation or the accounting 
therefor, and illustrates them by citation 
from various case records. Time will not 
permit a discussion of these at length, 
but they bring out the importance of 
avoiding technical language in giving 
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testimony and of refraining from state- 
ments which, however natural they may 
seem to the accountant or engineer wit- 
ness who uses them, will appear obvious- 
ly absurd to a court or a commission. As 
a positive recommendation, the mem- 
orandum stresses the importance of any 
attempt by regulatory authority to apply 
new standards of depreciation account- 
ing retroactively, that is, so as to penal- 
ize a utility management which has in 
good faith, and frequently with the com- 
plete approval of former members of the 
same regulatory commission, kept its ac- 
counts on a theory differing from that 
now adopted by the commission. The 
writer wisely says that courts are always 
deeply concerned with the potentialities 
for injustice in retroactive legislation and 
will give great weight to a well sus- 
tained contention than an administrative 
accounting code having the force of law 
is imposed retroactively and unfairly. 

In order to make the digest of cases 
of maximum usefulness, Mr. Rodey 
hopes that members of both the Institute 
and the Association will endeavor to 
make available to the Institute’s staff the 
complete record of their own cases in- 
volving depreciation. 

It is clear, I believe, to a majority of 
accountants and engineers, whether or 
not they adopt the “straight line” theory 
of accounting for depreciation, that ac- 
tual loss in value of gas and electric 
property, except to a limited degree and 
for certain classes of such property, does 
not actually occur or “accrue” in any 
close proportion to the passage of time, 
that is, in a “straight line.” The reason 
for this is that relatively few kinds of 
physical property in the electric and gas 
utility industries are retired or replaced 
because of the kind of physical deteriora- 
tion which is to some degree a function 
of time, but because they become obsolete 
or inadequate. 


At the beginning of this discussion I 
quoted a sentence from the second part 
of an article by C. Emery Troxel pub- 
lished in the November issue of the Jour- 
nal of Land and Public Utility Econom- 
ics on Obsolescence of Public Utility 
Property. The first part of that article, 
in the August number of the Journal, is 
recommended for your careful study. 
Professor Troxel has made an economist’s 
clear, cold, and searching analysis of ob- 
solescence as it affects public utility prop- 
erty, and appears to have reached the 
conclusion which most utility executives, 
accountants, and engineers reached long 
ago, that both the amount of lost value 
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attributable to obsolescence (and to a 
somewhat less degree to inadequacy) and 
the period to which such lost value is 
chargeable are unpredictable. He says 
in the first part of his article: 

“First, it should be noted that equal an- 
nual depreciation quantity or percentage 
allowances, admitting the convenience of 
uniform figures, do not assure measurement 
of obsolescence. This applies equally well 
to straight-line, sinking-fund, or other meth- 
ods. Only by coincidence will a percentage 
depreciation rate or quantity of depreciation 
expense fixed in the present apply to future 
declines in asset values, unless the depreci- 
ation allowance is frequently readjusted to 
allow for functional deterioration of invest- 
ment or unless obsolescence and companion 
sources of depreciation may be quite accur- 
ately predicted. It probably is easier, more- 
over, to predict inadequacy resulting from 
population or industrial changes than obso- 
lescence resulting from new inventions which 
may not yet be conceived in the mind of the 
inventor. 

“For any obsolescence prediction there may 
be a wide margin of error. Second, it is 
doubtful whether ‘life tables’ of property can 
accurately measure future changes in func- 
tional depreciation no matter what approxi- 
mations of service-life are made by the 
turnover, mortality, forecast, or similar 
methods.” 

Mr. Rodey has recently had occasion 
to review a forthcoming book by Hans 
Heymann, Ph.D., to be published short- 
ly by Harper & Brothers, on Property 
Life Insurance. In his review he refers 
to the fact that property life insurance 
as a specialized function of commercial 
insurance companies is a very new idea 
in this country, and states that only in 
New York and Illinois is such insurance 
authorized by law. In New York, the 
Property Life Insurance Company of 
America has recently been incorporated 
and, according to Mr. Leonard M. 
Gardner, Counsel for the New, York 
State Insurance Department, will insure 
any income-producing property. But 
don’t be too hopeful that here at last is 
the answer to all our troubles about de- 
preciation. The catch is in the refusal 
of property life insurance companies to 
consider that depreciation due to obso- 
lescence is susceptible of actuarial deter- 
mination. Dr. Heymann’s book says: 
“Property life insurance must eschew 
any insurance against obsolescence for 
the simple reason that obsolescence is an 
unpredictable hazard.” 

Another interesting opinion on the ef- 
fect of obsolescence as a factor affecting 
the depreciation of property is contained 
in an editorial in The Accountant (Eng- 
land) for September 18, 1937, reported 
in the September, 1938, issue of The 
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Accountants Digest. A paragraph from 
the editorial is quoted below. 

“Thirdly, there is the problem of obsoles- 
cence. This problem is rightly regarded as 
difficult, but it is very important to observe 
that the difficulty arises only from the com- 
putation of the arithmetical amounts in- 
volved. To treat depreciation and obsoles- 
cense as one problem, or even as kindred 
problems, seems to us to court accounting 
error. Depreciation is a direct and measur- 
able charge against profits, capable of being 
deducted before net profit is ascertained; ob- 
solescene, on the other hand, is a sacrifice 
voluntarily or involuntarily incurred in an 
effort to maximize profits in the future. The 
consequence of this distinction is that pro- 
vision for the possibility of obsolescence 
ought to be made by withholding from dis- 
tribution profits which have already been 
measured after the deduction of depreciation. 
Such reserves are a precautionary measure 
of financial prudence unconnected with the 
measurement of profits in the present; nor 
do they operate in any true accounting sense 
to reduce the current going-concern value of 
the assets in active employment.” 

This is a typically English point of 
view, and one that in its entirety is not 
likely to appeal to public utility account- 
ants in this country. Nevertheless, it 
shows that accounting thought across the 
water also realizes the unpredictable and 
incalculable nature of the obsolescence 
factor. 


The point I wish to emphasize, of 
course, in the foregoing references to 
Professor Troxel’s article, the Property 
Life Insurance Company, and the Eng- 
lish Accountant editorial, is that all 
three, from widely varying viewpoints, 
perceive the essential impossibility of 
measuring the effect of obsolescence and 
inadequacy in advance of their realiza- 
tion, because they do not occur with any 
degree of regularity, that is to say, in any 
direct relation to the passage of time, 
and certainly not in a “straight line.” 

The fact that value is not lost regu- 
larly and progressively in a “straight 
line” or in any approximation thereto is 
not, however, in itself an insuperable ob- 
jection to accounting for depreciation as 
though it were. “Straight line” depre- 
ciation accounting, properly understood 
and applied, that is, kept free from any 
implication that it truly records lost 
value, has many advantages even for 
public utilities. Personally, I feel that 
the mathematical basis for determining 
adequate depreciation charges and depre~ 
ciation reserves has been rather overem- 
phasized, for the reason, which I hope 
the preceding discussion and quotations: 
from various authorities have by this 
time made plain, that since the causes of 
lost value in public utility property: are: 
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so largely incalculable and unpredictable, 
actuarial forecasts should be minimized 
and informed judgment should be given 
great weight in determining what are 
and what are not reasonable approxima- 
tions. Nevertheless, I have no serious 
objection to the statement of depreciation 
charges in “straight line” terms nor to 
the corollary that if a reserve so deter- 
mined has been built up out of earnings 
while investors have had from the same 
earnings their “fair return’? and if the 
amount of such reserve has been rein- 
vested in plant and property then the 
amount of the reserve shou!d be deducted 
from the cost of the property to find the 
cost (not necessarily value) of property 
includible in the rate base. 

No discussion of the present views of 
authority on depreciation would, of 
course, be complete without reference to 
the report entitled “Depreciation Prin- 
ciples and Methods” of the Special Com- 
mittee on Depreciation of the National 
Association of Railroad and Utilities 
Commissioners, submitted to that Asso- 
ciation at its Annual Convention in New 
Orleans last month. This is one of the 
most able and interesting presentations 
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of the subject with special reference to 
public utility regulation that has yet 
been published. It contains, most of 
you, I am sure, will agree, vital errors 
in some of its fundamental assumptions, 
but most of the reasoning from its prem- 
ises is clear and convincing. As presuma- 
bly many of you have heard, the report 
was received without action either of 
approval or disapproval by the Conven- 
tion, and the Committee was continued 
to pursue its studies for at least another 
year. If you have not done so, by all 
means obtain a copy of the report and 
study it carefully. It is well worth it. 

In conclusion, I wish to repeat that 
the last word on the theory of deprecia- 
tion accounting has not yet been said by 
any authority. I believe, however, that 
during the next twelve months the ac- 
countants of the electric and gas indus- 
tries will have a greater opportunity 
than they have ever had before to make 
a constructive contribution to the prob- 
lem of depreciation accounting, a prob- 
lem which is so vital that the wrong 
answer might completely wreck the fi- 
nancial structure of the electric and gas 
industries. 
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in devising, processes of accounting for 
depreciation which will be sound fac- 
tually and financially, and at the same 
time seek to make such accounting so 
clear and understandable that it can not 
be misinterpreted or misused. As I indi- 
cated at the start, we do not pretend to 
have the complete answer; at least we 
know we have a sizable task of con- 
vincing Regulatory Authorities that the 
present classification and proposed appli- 
cation of it are erroneous. 

No summation of the present situa- 
tion would be complete without reference 
to the clear picture of what is in the 
minds of many regulatory technicians 
and commissioners contained in the ‘‘Re- 
port of Special Committee on Deprecia- 
tion” submitted to the NARUC at its 
New Orleans convention just last 
month. If you have not read it yet, do 
so without delay! 

Now, I do not propose to say any 
more about what our depreciation ac- 
cruals are or should be, or their relation 
or lack of relation to value. Mr. Gruehn 
will do that. Mr. Davidson will tell 
about the work his subcommittee is do- 
ing, as well as to explain its vital impor- 
tance. Mr. Hasbrouck will sum up the 


situation and add those keen and illumi- 
nating observations as only he can. In 
addition, outstanding “‘experts’’ will dis- 
cuss the subject and no doubt not agree 
entirely with everything that has been 
said. 

We think we see the job from all 
angles, that we recognize the problems 
which face utility companies, all the way 
from those with comparatively large de- 
preciation reserves to the other extreme 
of companies with small reserves result- 
ing from good faith use of the retire- 
ment accounting process. We shall wel- 
come the viewpoint of, suggestions and 
help from, any interest, any company, 
any source not represented on the com- 
mittees. 

We hope, and there are indications 
that we may expect, to have an oppor- 
tunity to discuss all phases of the prob- 
lem with a committee representing the 
NARUC during the coming year. 

In addition to the work on principles 
which Mr. Gruehn will describe and 
the factual studies being undertaken by 
Mr. Davidson’s subcommittee, the Com- 
mittee has sponsored the preparation of 
a bibliography on Depreciation and a 
study of important court cases involving 
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depreciation problems, all of which we 
hope to make available to the industry 
in a comprehensive report as soon as 
practicable. 

It would be premature to be too spe- 
cific or too optimistic but the joint com- 
mittees propose to continue the program 
of defining correct principles and as- 
semble supporting facts, in the hope that 
we can submit something at once sound 
from an accounting and financial stand- 
point and just and fair to past, present, 
and future rate payers and investors. 


Specialized Meetings 
(Continued from page 508) 


guests, went about their work, that 
they felt the importance of their respon- 
sibilities. As might be expected, the 
divergent opinions and various complexi- 
ties of their task were ably presented. 
We sensed, however, a tendency toward 
greater tolerance and sympathetic un- 
derstanding of the varying viewpoints, 
which, if continued, will inevitably be 
productive of real results. The complete 
text of the various papers which were 
presented at the general session are 
printed elesewhere in this issue of the 
BULLETIN. Needless to say these papers 
were discussed at length by the commit- 
tee during its sessions. Congratulations 
are due Messrs. Kohlhepp, Hasbrouck, 
Davidson, Gruehn and Scharff for their 


constructive leadership in this work. 


Purchasing, Stores and Transportation 


Last, but not least, for mention as to 
constructive work and interest is the 
committee led by E. S. Brock, K. C. 
Campbell and others, which held a par- 
tially closed session covering inventory 
turnover and economies, transportation 
accounting, use and misuse of blanket 
purchase orders, salvage operations, 
stores expense, clearing rates, unit pack- 
age issues and absorption of minor ma- 
terials through clearing accounts. 

In conclusion this reporter desires to 
express a sense of inadequacy in at- 
tempting to cover all the various meet- 
ings. Even with experienced help there 
was too much going on to give even an 
approximate concept of the enthusiastic 
activity participated in by all the dele- 
gates. Frankly we have never seen any- 
thing quite like it before in the history 
of association accounting work. With- 
out question this conference will go down 
in Association history as a landmark of 
achievement, and should do much to- 
ward the needed revitalizing of interest 
in national accounting activities. 


—B. S. R., Jr. 
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N rising to speak on obsolescence to 
this gathering of experts in accoun- 
tancy, who, not only have long since 

staked all claims showing any reasonable 
trace of this subject but also,can and do 
brazenly cavort throughout the broad 
expanse of this domain with confidence 
and manifest delight, I, an engineer, am 
embarrassed. Right now I can’t but feel 
that if I had had any sense I wouldn’t 
be here. 

- The only justification for the attempt 
lies in the possibility that being an engi- 
neer and, therefore, fundamentally ‘a 
stranger in this territory, I may be im- 
pressed by some things normally passed 
over by the informed, or view certain 
well recognized factors from a different 
angle, and thus add a modicum of new 
interest to your present broad under- 
standing of this subject. 


Having thus based my claim to con- 
sideration on a difference in viewpoint, 
it may be permissible to push this dis- 
tinction to the point of some over-em- 
phasis in an effort to extract what profit 
we can from this analysis. 

In this spirit of your tradition an en- 
terprise becomes a thing of beauty when 
reduced to an ordered outline of crystal 
clarity in the two base colors of value 
and time. The meticulous line accuracy 
of delineation in the financial statement 
is breath to your nostrils and the very 
foundation of assurance and faith on the 


~ part of management. In the pitiless and 


blinding glare of such terrifying preci- 
sion the engineer, with his guess-stick as 
the symbol of his creed, stands as stunned 
and dazed as an owl in the daylight. He, 
however, can perceive the power and the 
Majesty of your approach as well as 
sense its absolute necessity as a joint 
record and control-mechanism for indus- 
try. He has sufficient vision to see that 
adequate answers to ‘How much is due,’ 
and ‘when is it due,’ are as necessary to 
any enterprise as hoops to a barrel and 
he is most thankful to have those hoops 
correct and adequate on the barrel of 


the activity from which he draws his 
economic sustenance, as a major assur- 
ance of the continuity of his material 
well being. 

To the Engineer by way of contrast 
the appeal and the romance of the Elec- 
trical Industry lie primarily in the phys- 
ical functioning of the organism. The 
rhythmic play and counter play of cos- 
mic forces bound together by the warp 
of cosmic law to produce the fabric of 
orderly and controlled production, dis- 
tribution, and utilization, of electrical 
energy, is the spectacle that grips his 
imagination. (We are a wee bit daft 
you see, as probably you have long sus- 
pected. ) 

Impinged on these divergent back- 
grounds, even obsolescence, which is 
broadly accepted as the change in value 
with time of the physical content of a 
business, takes a different aspect. 

Against the sharply outlined back 
drop of accountancy, obsolescence tends 
to appear as an insidious canker, born 
directly and inevitably of time, which 
persistently gnaws at the fundamental 
structure of physical things, as old age 
relentlessly stalks the living organism. 
It is time’s curse on the material world. 
An evidence, when viewed through jaun- 
diced eyes, of a sinister force which ap- 
pears to be accomplishing, with diaboli- 
cal perseverance, the slow but steady 
running-down of our whole universe. 


To be forced by the pressure of neces- 
sity to assign to this renegade, full family 
status, and to carry on without evident 
irritation as has been done by you 
knights of the double ruled line, con- 
firms in our eyes the strength of charac- 
ter which we long have imputed, to any 
one who can be associated with figures 
for a lifetime, and keep them ‘so docile 
and subdued that credits always equal 
debits without recourse to experience 
factors or approximations, at least as far 
as the eye can see. 

If, however, the requirement in our 
industry were simply that of maintain- 


ing the status quo of each element of 
the electric system as of the date of its 
appearance as a part of the industry 
structure, there would be little obsoles- 
cence for us to wrestle with on any 
basis. The transformer, the switchgear, 
the motor, the steam and hydro genera- 
tor, the transmission and distribution 
line could be kept in an operating condi- 
tion reasonably comparable to its initial 
status, beyond any time period of in- 
terest to you or to me. By intelligent 
periodic maintenance, the life expec- 
tancy of the fundamental structure of 
these devices up to the point where they 
would collapse, like the famous “‘one- 
hoss shay,” of complete, general debility, 
would outspan normal business time- 
concepts and approach that of historic 
epochs for, in general, by periodic re- 
placement of wearing parts and insula- 
tions on a maintenance basis, these de- 
vices rightly handled would become 
enduring things. 


Obsolescence, however, when set over 
against the concept, particularly appeal- 
ing to the Engineer, that an enterprise 
is essentially an organism which like the 
true biologic counterpart lives through 
growth and development and dies when 
these depart, loses its sinister aspect and 
becomes a good Genie, for if enterprises 
like living organisms obey the dynamic 
law and stay alive only by change and 
growth, and the static state thus becomes 
the synonym for death, then obsolescence 
is no longer an insidious canker, but the 
test and measure of life, itself. 

In defending these statements against 
the tempting indictment of being nothing 
but vague generalizations, it may be 
permissible to become more specific. 

The short life which, in distinction to 
the foregoing, actual experience indicates 
for major electrical equipment, is not 
a span of years terminated by old age, 
but a period of usefulness brought to a 
close either by (A) the rising competi- 
tion of better devices, or (B) by the 








i 
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early passing of the condition for which 
the device was initially acquired. 

Definite examples of both these types 
of obsolescence may further clarify and 
emphasize these concepts to advantage. 
In proceeding to this end let us consider 
the examples in the same sequence we 
have just accorded the two types of ob- 
solescence to which they are related. 

(A) Obsolescence by virtue of the 
competition of new things plainly can 
arise either (a) through improvement in 
the design of existing types of equip- 
ment, or (b) in the developmental rise 
of totally new procedures with the nec- 
essary attendant devices. 

(a) In proceeding therefore with ex- 
amples of obsolescence through improve- 
ment in design of existing types of equip- 
ment, let us begin with the situation 
where the improvement is in efficiency. 

(1) The advance in efficiency of hy- 
draulic turbines, both by refinements in 
the standard reaction and impulse de- 
signs, and through the appearance of 
the propeller type supplemented by blade 
angle control features, has made it pos- 
sible in some instances to invest a sum 
of money in replacing equipment and 
thereby considerably increase the amount 
of the Company’s salable product, in 
terms of electrical energy. Whenever 
the income from the sale of such a pos- 
sible increase in output would more than 
pay the full carrying charges on this new 
investment a net increase in earnings 
would result from the substitution, and 
obsolescence itself would then be mak- 


‘ing a regular contribution to the Com- 


pany dividends. 


The steam generating plant of the 
normal Power Company is an arena that 
has been so trampled by design improve- 
ment that the very machines themselves 
almost seem to affect the transient air 
of the summer boarder. 

The reciprocating engine added a con- 
denser and then bowed out to the verti- 
cal turbine almost before its connecting 
rod brasses were worn in. The vertical 
turbine was tipped over and went hori- 
zontal to eliminate the thrust bearing 
and facilitate the handling and the flow 
of the steam about the time the plant 
oiler became convinced that the animal 
in question was truly a generator of elec- 
trical energy and not a gas storage tank. 

Simultaneously the steam boiler went 
from the fire tube type, with a lineage 
directly traceable to the threshing en- 
gine, to water tubes, and then blossomed 
out with water walls, surface heaters, 
economizers, and a growing maze of hot 
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gas passages transferring more and more 
of the heat generated in the fire to the 
steam. The steam in its turn was forced 
to accept pressures 10 to 20 times that 
of early practice, and to countenance 
temperatures, which may make the 
metals exposed to it glow like a harvest 
sunset. Even the furnace itself has come 
in for its quota of change. The manual 
feed gave way to stoker drive and then 
the coal was ground to dust and burned 
as an air blast torch closely approximat- 
ing the procedures now also used when 
oil or gas becomes the basic fuel. 


During this period the fuel consumed 
to produce a unit of electrical energy 
was decreased so markedly and so per- 
sistently that the annual coal pile to pro- 
duce the power requirements of 30 years 
ago for this country with today’s equip- 
ment, would be in the order of one-fifth 
of what it was then. The magnitude of 
this saving may be more easily grasped 
if it is considered that even at today’s 
low rates of fuel consumption, a turbo 
alternator normally operated, still burns 
each year a pile of coal whose cost rea- 
sonably approximates the purchase price 
of the bare turbo-alternator itself. 

On this basis a 10% saving in fuel 
consumption in a new unit over the old 
would about pay the carrying charges 
on the new unit itself. 

Thus, if by some magic hand all ob- 
solescence, and the associated changes 
which have stimulated it, could be sud- 
denly obliterated there wouldn’t be a 
solvent power company among us; but 
with obsolescence we have witnessed the 
rise of a vigorous major industry. 

But obsolescence can also be caused 
by design developments which result in 
advantages other than improved effi- 
ciency. 

(2) New designs of existing types of 
equipment sometimes can offer a suffi- 
cient reduction in maintenance costs to 
justify replacement, and obsolescence is 
then dictated by this consideration and, 
not by time alone. Modern types of dis- 
connecting switches and circuit breakers, 
particularly of high current and high 
interrupting rating, and also the general 
line of modern medium voltage bushings 
are prime examples of this situation. 

(3) Again the development improve- 
ment may be in terms of a reduction in 
space requirements, and although it 
would seem that once the space were 
made available to install a device, little 
objection subsequently could be made to 
the space requirement of that equipment, 
yet directly reverse results have been 
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experienced. Conditions have arisen 
where rental charges for the space used 
have either been initiated or increased 
after installation, and even the overall 
space at the place where the device was 
installed has been subjected to a critical 
review in connection with the placing of 
added equipment, and in many of these 
cases the space requirement has directly 
influenced the period of usefulness of 
the device, at least in that location. 

(4) There is, too, the situation where 
the advance in the art may be in the 
direction of improved operating charac- 
teristics on general types of equipment. 
We have, by way of illustration, modern 
high speed relays and breakers which 
jointly greatly reduce the clearing time 
for system faults, with a corresponding 
major reduction in the probability of 
ensuing fires or of directly resultant 
damage from the arc itself, such as the 
burning of laminations in rotating ma- 
chines, or the melting down of line con- 
ductors. 

Likewise there is the consideration 
that the capacity of the overall power 
system to properly transport electric 
energy from the place where it is gen- 
erated to the place where it is sold can 
be considerably increased by the use of 
fast relays and breakers, and thus by a 
small expenditure in replacement of these 
devices, the equivalent of a considerable 
investment in additional transmission 
equipment can be accomplished. 

Also, we have the better protection 
against over-voltage afforded by modern 
devices designed for this purpose. This 
improvement, itself, often may be able 
to show a sufficient reduction in system 
damage to justify the purchase of these 
newer devices. 


And again there are the improvements 
in highway lighting, which we are being 
told will more than pay their way in 
terms of a most conservative evaluation 
of the resultant reduction in automobile 
accidents. 

The period of service of existing 
equipment thus can be easily influenced 
by the improved operating characteris- 
tics of new equipment, and if the new 
devices are put into service with the 
proper selective judgment, obsolescence 
really will result in an increase in in- 
come to the enterprise. 

(5) Then too, there are occasions 
where a reduction in purchase price will 
decidedly tip the balance between further 
maintenance expense and the replace- 
ment of the equipment. House meters 
immediately come to mind as a ready ex- 
ample of this situation. 
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(6) Another type of improvement 
with the advance of the art that has a 
direct bearing on obsolescence is progress 
toward increased reliability of equip- 
ment. Limiting ourselves in this field 
of many possibilities to instances which 
by their nature will suggest the consid- 
erable range available to us; we have 
the modern potential transformer fuse 
as one extreme and the up-to-date essen- 
tially lightning proof transmission line 
as the other. The substitution of ade- 
quate fuses could result in the prevention 
of considerable equipment damage; and 
one good transmission line can be as 
valuable as two poor ones. Thus in 
shortening the period of service of the 
inadequate device, one hastens the day 
when the new thing can begin to render 
a greater service, which is just another 
way of referring to obsolescence. 

(7) We now come to a possibility 
which I certainly could not omit in ad- 
dressing this gathering—I refer to de- 
velopments which, of themselves, result 
directly in a reduction in the loss of 
revenue already rightly earned. The 
outstanding example, of course, is the 
modern customer-service arrangement, 
from entrance cable to meter and fuse 
assembly. Certainly the increase in the 
monthly collections of several Power 
Companies through a reduction in cur- 
rent diversion resulting from installa- 
tions of this type have been most effective 
in terminating the period of service of 
the older equipments long before time 
alone would have counted them out. 

(b) We could continue in this vein 
for a considerable period but time is at 
our heels so we will pass from examples 
of the influence of developmental ad- 
vances in devices and equipment, to the 
effect of the improvements in the design 
of the broader composite elements of 
the power system. 

(1) When Electric Service Power 
Companies first came into existence 
they appeared down at the river or at 
the beach by virtue of their water re- 
quirements, and as close as possible to 
the main part of town where the major 
load was, for with 125-250 volts 3 wire 
direct current distribution, the power 
couldn’t be carried far. 


As the load grew and the distance to 
it also increased, alternating current ap- 
peared and took over the newer load 
areas; and once éstablished, began a pro- 
gressive encroachment on the existing 
direct current systems. The direct cur- 
rent areas in dense sections, effectively 
resisted this alternating current attack, 
as the radial feed approach of the alter- 
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nating current system did not offer the 
reliability provided by the direct current 
network. 

The alternating current network con- 
cept then appeared and not only gave 
alternating current service a reliability 
comparable to the older direct current 
networks, but pointed the way to a 
standardization of the electrical power 
offered to the small consumer, which in 
turn offered the possibility of uniform 
requirements for all the rapidly growing 
appliance production. 

These changes in the system of dis- 
tribution are of broad basic significance 
and their acceptance or rejection in a 
given case has to be based on much be- 
sides age of existing equipment. 

(2) As the power house down by the 
river on main street grew, there was 
an increasing demand from the customer 
for service reliability, for he no longer 
kept his kerosene lamp trimmed and 
ready as a lighting reserve. This desire 
for better service was met by a deter- 
mined effort on the part of Power Com- 
panies to make the delivery of electric 
energy to the user as continuous as pos- 
sible. This reliability of service ideal 
thus keynoted all power system design 
for many years almost to the point 
of developing some restriction in the 
breadth of design viewpoint. The power 
plant of that era in particular ap- 
proached a completely duplex mecha- 
nism; one unit of each type for regular 
service and another for reserve. This 
procedure grew until in some instances 
its complexity came close to producing 
functional failure. 


This was the era of extensive low 
tension bus systems, massive steam 
headers, complex switching arrange- 
ments, the common excitation bus, and 
the mammoth integral power generating 
station. The ultimate in this design 
trend no doubt would have provided the 
possibility of operating any feeder, with 
any breaker, on any bus, on any turbine, 
excited by any exciter, and fed from any 
boiler, through any steam pipe, in the 
plant. 

While this concept of main and re- 
serve devices, when applied with judg- 
ment, was sound for the Power System 
with the single power plant, it steadily 
became less and less necessary as the 
number of power plants increased, in re- 
sponse to the limitations of the original 
power plant location. 

When the initial plant was supple- 
mented by a second one, each tended to 
become a reserve for the other, and to 
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the degree that this tendency became an 
actuality, the need for the old reserves 
in No. 1 Plant, or the inclusion of re- 
serves in the design of the New Plant, 
disappeared, and we enter the second 
period of system design where diversity 
replaces duplication as the guarantee of 
service reliability. 

Out of this general change in con- 
cept have arisen many detailed system 
design improvements which, by their 
greater ability to serve, have accom- 
plished the combined result of forcing 
existing devices out of use and of increas- 
ing the Company earnings by so doing. 

The following few suggestions may 
help to visualize this situation the more 
easily. 

(2:) The unit layout for boiler and tur- 
bine. 

(22) The unit arrangement for alternator 
and step-up transformer. 

(23) The unit exciter for the generator. 

(2s) The unit arrangement of station aux- 
iliary power feed. 

On the system end this same design 
influence has stimulated the following 
corresponding changes: 

(2;) The use of more simple substation 
designs where reliability is obtained 
through back up from other substations. This 
trend has produced the custom built unit 
substation where simplicity backed up by 
diversity is the design slogan. 

(26) The rise in the number of both sub- 
and generating stations has been making it 
increasingly rational and economical to op- 
erate equipment by supervisory control from 
a common point, or even fully automatically, 

(2:) Also with increase in system size 
and diversity has come an increasing need 
for communication and the carrier current 
telephone has become an effective competitor 
of the wire telephone systems which were 
early developed as an integral part of a com~ 
plete power system. 

Each of these changes has laid a heavy 
hand on the life tenure of existing pro- 
cedures and arrangements, but at the 
same time when properly applied, they 
themselves have brought new income and 
a new public interest in, and acceptance 
of the electrical industry as an extraor- 
dinary agency for serving society. 


Thus again the forces producing ob- 
solescence have been of great value. 

(B) Finally we come to the consid- 
eration that obsolescence can also be 
caused by the passing of the condition 
for which the equipment was purchased, 
which in general is occasioned by the 
normal evolutionary growth of the 
power system as distinct from the simple 
march of time. 

As systems were extended to meet 
the rising demands for electric service 
in new areas, certain repercussions from 
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these additions were reflected into that 
portion of the system already existing, 
and these repercussions there resulted in 
certain increased requirements. 

(1) A very common example of this 
situation is the growth in the magnitude 
of the short circuit currents throughout 
a system due to such additions. These 
heavier currents threaten the continuing 
existence of all circuit interrupting de- 
vices, as limited by rupturing and closing 
in capacity and of all current carrying 
equipment as limited by both heating 
and mechanical stresses occasioned by 
the increased current. 

Common types of interrupting devices 
to experience this threat are—oil circuit 
breakers, fuses, and motor starting 
equipment. The current carrying equip- 
ment usually affected by excessive cur- 
rents are again breakers—busses—old 
current transformers — disconnecting 
switches, older types of low reactance 
power transformers and _ occasionally 
even conductors themselves. 


The replacements necessitated by these 
circumstances while again not directly 
related to time, differ, however, from 
those previously discussed by appearing 
to offering no direct increase in revenue 
by their adoption. In one sense this is 
true, for certainly there is a tendency 
for growth itself to force into the dis- 
card the whole power system as already 
developed. The degree to which this 
tendency becomes an actuality depends 
however upon the wisdom with which 
the development of the Power System 
is planned. 

Broadly speaking the evolutionary 
growth of Electric Service Power Sys- 
tems to date has followed the general 
pattern of beginning with a power gen- 
erating source feeding an adjacent load. 
The ensuing load growth soon overshoots 
the area which can be rightly covered 
at the original voltage. Next the volt- 
age is either stepped up to reach the new 
load area or a new generating source is 
developed nearer the new load, in which 
case an interconnection is made to permit 
the enjoyment of the economies which 
result from diversity and mutual back- 
up, and this tie again is commonly at 
higher than the original generating volt- 
age. So in either case transmission comes 


into the picture, as a backbone holding 
together the rising generating and dis-* 


tribution areas and at an eventual in- 
crease in voltage, while the generating 
and distribution sections thus integrated 
by the transmission, tend to remain at 
the voltage levels at which they origi- 
nated. Further load growth results in 
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the backbone transmission eventually be- 
coming extensive and often complex, and 
a new higher voltage backbone transmis- 
sion then appears, and the old transmis- 
sion backbone is broken up into new 
distribution areas, all held together to 
form an integral system by the new 
vertebral column of transmission, until 
it in turn gets too burdened with 
branches and tap points; and then the 
cycle is repeated. 

We, to date, have seen this ascending 
spiral of higher and higher system back- 
bone voltages start from the lowest gen- 
erator voltage and rise to the status 
where 230 kv transmission in some parts 
of California has become essentially 
glorified primary distribution, and where 
transmission itself has reached 287 kv 
as a present maximum. 

Apparently the rate of this progres- 
sion is now slowing down, as all life 
processes eventually do. This does not 
mean that the transportation of elec- 
tricity is going into its dotage, but simply 
that the justification for covering greater 
and greater distances with transmission 
is fading out. 

There is a basic economic advantage 
in serving considerable areas from a 
single-physically interconnected system, 
but the enlargement of such areas ulti- 
mately obeys the law of diminishing 
economic return, and thus not only does 
the need for transmitting electrical en- 
ergy diminish as the distance becomes 
greater, but also its economic justifica- 
tion rapidly disappears with the increase 
in transmission costs incident to the 
longer lines. 

This forced march through the his- 
tory of system development has indicated 
that normal system growth automatically 
transforms every transmission system 
into a distribution system.at a certain 
stage in the evolution of the overall 
system, and that incident to this trans- 
formation the newly formed distribution 
system normally breaks up into section- 
alized areas of more limited extent. 


This change in status automatically 
removes the transformed areas from fur- 
ther pressure resulting from general sys- 
tem growth, for the short circuits in 
these distribution sections becomes prac- 
tically fixed for all time if these areas 
are held, as good system design of itself 
dictates, to some reasonable maximum 
load limit. Thus, if the advances in 
over-all system design are intelligently 
timed with respect to the system growth 
the changes which are logically charge- 
able to system expansion will largely 
defend the system as a whole against 
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these reflected pressures resulting from 
such expansion. 

If, however, the system development 
is allowed to lag behind the optimum 
rate for normal healthy advance and 
thus dwell over-long at some stage in 
its cyclic onward journey, then the pres- 
sure of system load growth will be re- 
flected into the existing system and will 
eventually result in investment expendi- 
tures of the emergency—or patch-up 
type. Such a diversion of investments 
from normal system growth require- 
ments to stop-gap procedures will result 
in the replacement of equipment to little’ 
ultimate system advantage. In this con- 
tingency we would have what we might 
term renegade obsolescence of the most 
vicious type, for not only is it directly 
non-contributing to the Company in- 
come, but it has the secondary effect of 
later forcing the rate of expenditure for 
system development to bring the system 
back into step with normal growth. 

Despite the trend in the foregoing dis- 
cussion, it, of course, is fully recognized 
that when obsolescence finally comes to 
you for evaluation, it must be reduced 
to a time basis, and this analysis is in no- 
wise intended to befog this fact. 


The sustaining force back of this dis- 
cussion has been the hope that a review 
of the underlying forces which determine 
obsolescence may be of service in en- 
abling you more rationally to assign the 
time values to it when through you it 
becomes a matter of definite record. 

In coming to a close, a quick objec- 
tive mental backtrack through the pres- 
entation just completed suggests that 
if one were to follow the implications 
therein presented to the limit, it might 
be concluded that the correct theoretical 
plan for the future of the Power Com- 
pany would be to stimulate obsolescence 
to the nth degree, through unlimited de- 
velopment, for apparently by this pro- 
cedure each company eventually would 
be making an infinite profit, though on 
an infinite capitalization. 

As such an attainment admittedly 
would be pushing you gentlemen off the 
deep end, to where your profit and loss 
accounts would of necessity leave the 
realm of reality and approach in pros- 
pect the vague complexity of an Einstein 
formula, it is conceivable that a shadow 
of apprehension may shimmer for an 
instant in the background of someone’s 
consciousness. 

If this should occur it would be the 
logical expectation, in view of the pres- 
ent urge to tinker with every law and 

(Continued on page 552) 
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Further Comments on Depreciation 


Discussion from the Floor 


Before the Joint National Accounting Conference, E.E.I. and A.G.A., Chicago, Dec. 12-14, 1938 


EFERENCE has been made to 

the Report of the Special Com- 

mittee on Depreciation of the 
National Association of Railroad and 
Utilities Commissioners. As a text for 
my first contribution to this discussion, 
I would like to read to you a few sen- 
tences from that report: 

“It is doubtful if any one can say, as the 
exact manner in which the loss in service 
value of property progresses is dependent on 
several variable forces. Deterioration, action 
of the elements, inadequacy and obsolescence, 
among other causes, all influence the rate of 
depreciation. It may be that the effect of 
deterioration is relatively constant and that 
therefore the depreciation from this cause 
might be represented by a straight line. The 
forces of inadequacy, obsolescence and other 
functional causes of depreciation are not 
necessarily constant. At one time their effect 
on the rate of depreciation may be consid- 
ered to be substantial; at another, of little 
consequence. 

“To say that the effect of all these various 
influences affecting the rate of depreciation 
of property can be expressed by any one 
formula, which conforms precisely to the 
progress of depreciation in all cases, is a 
delusion. The technicians entrusted with the 
determination of depreciation rates are not 
imbued with prophetic vision as to events 
which lie in the future.” (Pg. 17, NARUC 
Report of Special Committee on Depreciation, 
submitted to meeting in New Orleans, Nov. 
15-18, 1938). 

Now, my comment on this text is that 
I believe there will be general agreement 
with these statements, both through- 
out the accounting and engineering staffs 
of the regulatory commissions, and 
among the accountants and engineers of 
the gas and electric industries. "Where 
such a consensus of opinion exists on so 
important an aspect of this controversial 
subject, it seems to me unfortunate that 
the Special Committee should have rec- 
ommended, in complete inconsistency 
with this opinion, the adoption of straight 
line depreciation and an age life formula 
as the basis for the determination of de- 
preciation both in accounting and in 
valuation. 

A consistent recommendation, in my 
opinion, would have been that regula- 
tory commissions and utility companies 
alike be encouraged to develop more 
complete factual data and improved 
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methods of measurement, both of the 
actual depreciation existing in property 
at a given time, and of the actual loss 
during depreciation during each year, 
with the aim of making the determina- 
tion of depreciation, both in accounting 
and in valuation, accord more and more 
nearly with the facts. 

For my second contribution to this 
discussion, I have taken my text from 
the Federal Power Commission classi- 
fication, from which I quote a sentence 
from Electric Plant Instruction 2, relat- 
ing to determination of original cost: 

“It is likewise not intended that adjust- 
ments shall be made to record in electric 
plant accounts amounts previously charged 
to operating expenses in accordance with the 
uniform system of accounts in effect at the 
time or in accordance with the discretion 
of management as exercised under such uni- 
form system of accounts.” 

(F.P.C. Uniform System of Accounts, pg. 
38, effective January 1, 1937). 

My comment on this text is that I 
find, in my own experience, that too 
many accountants, both on the staffs of 
the regulatory commissions and in the 
utility industry, insist on considering this 
phase of the determination of original 
cost, and the problem of creating and 
maintaining adequate depreciation re- 
serves as if they were wholly unrelated. 


Some members of regulatory staffs inter- 
pret the provision I have quoted as pro- 
hibiting the inclusion in original cost of 
the cost of identifiable units of physical 
property clearly used and useful—or of 
portions of the cost of such units, par- 
ticularly where such portions of the cost 
would be described as overheads—when 
such cost, or portions of cost, though 
demonstrably incurred, were charged 
when incurred to operating expense. The 
same staff members sometimes argue that 
deficiencies in depreciation reserves be- 
low amounts corresponding with the 
retroactive substitution of depreciation 
accounting for retirement accounting 
should be made up by debit to surplus ac- 
count. Conversely, some utility account- 
ants contend that restoration of such 
costs should be freely permitted, with 
credit to surplus account, and with no 
relation whatever to the problem of re- 
serve adjustment. 

I submit that such one way interpreta- 
tions are equally undesirable, and that a 
more helpful position, both for Commis- 
sion accountants and for utility account- 
ants, would be that recommended by 
Commissioner Joseph B. Eastman of the 
Interstate Commerce Commission, in his 
Proposed Report on the Railroad and 
Telephone Depreciation cases, dated Au- 
gust 15, 1929 (although not included 
textually in the final report of the Inter- 
state Commerce Commission in _ these 
proceedings, dated July 28, 1931). I 
quote from pages 51 and 53 of the Pro- 
posed Report: 

“Tt would seem fair, where the fact can 
be established that part of the cost was 
charged to operating expense, to regard 
such expenditure as a past provision for 
depreciation, and to permit an adjustment 
of investment which will permit the inclusion 
of a corresponding amount in the depreci- 
ation reserve.” (pg. 51). 

“Note A.—If the company is able to show 
that the cost of any property included in 
account 701 (a) or account 902 (a) was in 
whole or in part charged to operating ex- 
pense, it may, with the approval of the 
commission, increase the total of account 
701 or account 702, as the case may be, by 
the amount of such charges to operating ex- 


pense and contemporaneously credit a corre- 
sponding amount to its depreciation reserve.” 
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(pg. 53, Proposed Report, Interstate Com- 
merce Commission, dated August 15, 1929). 

I have suggested that this position 
would be a helpful one, for both the 
Commissions and the utility industry. In 
support of this suggestion, it is pointed 
out that it would remove from contro- 
versy the interpretation of the one pro- 
vision in the instructions relating to the 
determination of original cost as to which 
agreement is most difficult, without af- 


fecting by one dollar the original cost_ 


less reserve for depreciation ; at the same 
time, it would in many cases, make a real 
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contribution toward facilitating the solu- 
tion of what is undoubtedly the most 
difficult problem now facing the utility 
industry and the regulatory commissions 
—viz., the adjustment of reserves in 
connection with the transition from re- 
tirement accounting. 

As my final contribution to this dis- 
cussion, I would like to make a plea for 
tolerance, open-mindedness and a gen- 
uine professional spirit in the approach 
to this subject by the accountants and 
engineers of both the regulatory commis- 
sions and the industry. Certainly the 


By L. R. Nash 


December, 193§ 


universal recognition of the difficulty of 
the problem would justify a degree of 
humility, and an absence of dogmatism 
on the part of all of us. If frank co- 
operation in this spirit can be brought 
about, and the effort to gain technical 
advantage in legalistic contests put aside, 
I have strong hopes that the dangers of 
which Dr. Morehouse warned yester- 
day can be avoided, and that this and 
other regulatory problems can be solved 
in a way that will be to the advantage 
of the commissions, the companies and 
the general public. 


Honorary Member, Depreciation Accounting Committee, E.E.1. 


HERE seems to be much confu- 
sion of language in the new ac- 
counting systems with which we 
are struggling. They provide, as have 
all previous systems, for the retirement 
of property no longer useful at its net 
cost. That is the practice in all stand- 
ardized accounting. We set up reserves 
for such retirements, these reserves rep- 
resenting to the best of our judgment 
the accrued liability for retirement. 
BUT, we are required to substitute the 
word depreciation, the ordinary defini- 
tion of which is associated with the idea 
of value. Heretofore our accounting prac- 
tice has not been concerned with value, 
but we are now expected to record loss 
in value each year or month in connec- 
tion with our records of cost. Why can- 
not our language and records represent 
directly and honestly just what we have 
always done and are continuing to do? 
I have read with much interest the 
recent report of the NARUC committee 
on depreciation which I understand was 
very favorably received in New Orleans. 
I see no objection to its generalities or 
its argument for consistency between re- 
serves and the depreciation found in 
valuations except that the accounting 
regulations do not permit provision for 
certain undefined causes of retirement 
which might otherwise be recognized. I 
do criticize the large amount of space 
devoted to mathematical methods of set- 
ting up reserves, all on the assumption 
that we know enough about useful life 
to justify their application. 


My many years of experience with ~ 


utility property has made me skeptical of 
such knowledge with respect to much of 
such property. I have seen much such 
property disappear long before its ex- 
pected time and other units last much 
longer, with no discernible rule connect- 
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ing them. The reason for this lies in 
the character of the causes of retire- 
ments. During the first year of the 
E.E.I. I persuaded the Accounting. Com- 
mittee to make a study of the causes of 
retirements, partly to confirm the results 
of my own earlier studies on a much 
smaller scale. 

These studies all showed a marked 
preponderance of non-physical causes, 
such as utility people had always known 
in a more general way. It is the inevi- 
table uncertainties of such causes that 
make the application of actuarial methods 
to useful life so futile. As an illustration, 
1 often think of our experience with 
steam turbines. Some years ago we 
thought many of our low pressure units 
were reaching the end of their economic 
life and we watched our reserves accord- 
ingly. Then along came the topping 
turbine and gave the older units an en- 
tirely new lease of life. 

Our present trouble seems to be that 


our friends connected with the commis- 
sions do not appreciate the significance 
of economic factors and others which 
cause us so much uncertainty. Do they 
not think that we are still trying to set 
up a straw man as an excuse for adher- 
ing to a flexible method that is really 
obsolete? I readily agree that some of 
the flexibility in evidence in past years 
was unjustifiable and misleading. But 
we should not abandon a sound prin- 
ciple because of its abuse. Perhaps we 
shall be forced to do so, but there are 
many steps between it and a procedure 
based on an unsound principle. 

Assuming that we shall have contacts 
with some practical minds in regulatory 
circles, it is my judgment that we should 
make further and comprehensive efforts 
to demonstrate the soundness of our 
views as to the uncertainties of useful 
life. This can best be done by further 
data on actual experience with our own 
properties. We already know that non- 
physical causes predominate, but we may 
not know their varying effects upon sim- 
ilar things. This suggests the collection 
of useful life data in volume from many 
sources, classifying it by kinds of prop- 
erty, and showing the very wide ranges 
encountered under normal conditions. I 
suspect that some such work is already 
in progress, but I would still stress the 
need of its thoroughness. 

If by such means we can confound the 
actuarial sharks, the way may be opened 
for some system of zones within which 
our appropriations shall be kept in the 
light of existing reserves, embodying 
some of the thoughts which I drafted for 
the system of accounts proposed by 
E.E.I. before the present standard sys- 
tems were promulgated. I am not yet 
reconciled to the idea that a uniform pro- 
gram of recording loss in value among 
our cost records will ultimately prevail. 
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An -Accountant 1s Perplexed 


By Francis J. Brett 


Niagara Hudson Power Corporation, New York, N. Y. 


A paper presented before the Joint National Accounting Conference of the Edison Electric 
Institute and the American Gas Association, Chicago, IIl., Dec. 12-14, 1938 


HE first thing I want to tell you 

is that I did not choose the title 

of this talk I am about to give, 
nor did I have anything to do with the 
descriptive sentence immediately follow- 
ing it. Your Chairman, Mr. Rodey, 
selected the title, “An Accountant is 
Perplexed.” I can’t tell you who is re- 
sponsible for the warning, “A surprise 
is in store for you.” 

I shall not attempt to tell you 
whether the warning is appropriate or 
not, since it refers to you rather than 
to me, and obviously you cannot com- 
ment upon its appropriateness until I 
have finished. Since the title refers to 
me, however, I should like to suggest 
that it fairly describes my condition, and 
I make this suggestion after taking the 
trouble to explore the meaning of the 
word perplexed in Webster’s New In- 
ternational Dictionary. There the mean- 
ing of the word “perplexed” is defined 
as involved, confused, doubtful, anxious, 
puzzled, bewildered, embarrassed, etc. 
There isn’t one of those emotions or 
sensations that I do not experience at 
least two or three times a day in dis- 
charging the duties for which I am held 
responsible in the companies with which 
I am connected. I will go even further 
and admit that I run the whole gamut 
of these emotions every time I contem- 
plate the bookkeeping and accounting 
methods and procedures which the in- 
dustry is either following or preparing 
to follow in order to comply with cer- 
tain highly theoretical accounting re- 
quirements prescribed by governmental 
authority in one form or another. 


First let me say that I have been in 
this industry ever since the New York 
Public Service Commission prescribed 
its first Uniform System of Accounts, 
which was thirty years ago. I feel, 
therefore, that I am somewhat justified 
in saying that during those thirty years 
I have learned some things about busi- 
ness in general and this business in par- 
ticular and the place it should occupy, 
as well as the place it does occupy in 
the general scheme of things, one of 
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which is—and I say this without any 
mental reservation whatsoever — that 
where competition does not exist, in the 
ordinary accepted sense of that term, 
regulation of some sort should, particu- 
larly in our industry, which plays such 
an important part in the economic and 
social phases of human development. 

With that point of view in mind, 
and knowing the value of financial and 
statistical reports in studying an indus- 
try, and further, knowing that it is 
usually by comparison that we learn 
things, I can see and understand per- 
fectly why a regulating commission pre- 
scribes a uniform system of accounts. 

So that to me regulation is an essen- 
tial part of our industry, just as engi- 
neering, construction, operating, law, 
accounting, sales, et cetera, are a part 
of it. Our problems affecting our cus- 
tomers, our security holders, or the 
public are therefore the problems of the 
Commission, and the reverse of that is 
equally true, namely, that comparable 
problems of the Commission are ours. 

* * * 

Now I might spend the time allotted 
to me by going through, in a very 
sketchy way, the Federal and State Clas- 


sifications, account by account, but that 
would be wasting your time as well as 
my own. I believe that we would spend 
our time to better advantage if I dis- 
cussed, in rather broad terms, what I 
regard as the most important changes 
we are required to make in underlying 
accounting principles in order to com- 
ply with the provisions of the new sys- 
tem of accounts which was prescribed 
by the Public Service Commission, State 
of New York, effective January 1, 
1938, particularly of the federal and 
other state classifications recently pre- 
scribed. 
* * # 

The first is depreciation accounting. 

The old classifications prescribed the 
retirement reserve theory of accounting, 
which, as you know, is based on the 
concept that the property as a whole is 
deemed to be permanent and if prop- 
erly maintained there is no loss in ser- 
vice value, excepting as parts of it are 
actually retired. This theory requires 
the maintenance of a reserve in an 
amount estimated by the management to 
be sufficient to equalize, from year to 
year, as nearly as possible, losses inci- 
dent to the retirement of fixed assets 
and annual appropriations are made ac- 
cordingly. In other words, under the 
old classification we were required to 
provide for the retirement of property. 


The new classification prescribes a 
depreciation reserve theory of account- 
ing, which is based on the concept that 
there is a continual loss in service value 
of property as it is used, a loss which 
is in excess of what can be restored by 
current maintenance, and which is 
caused by the consumption or prospec- 
tive retirement of property. Under this 
theory we are required to make annual 
appropriations to cover this estimated 
loss in service value of the entire physi- 
cal property, excepting land. 

Both the retirement reserve theory of 
accounting prescribed in the old classi- 
fication and the depreciation reserve 
theory of accounting prescribed in the 
new (and mark you I refer to both as 
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theories of accounting) provide for the 
actual retirement of property. That is 
one feature both theories have in com- 
mon. The chief difference between the 
two is this question of loss in service 
value and when that loss occurs. 

There is another feature which is 
common to both theories of accounting, 
but in a negative sense, and it is that 
the honest application of either theory 
has no effect whatsoever upon the 
causes of, or the actual retirement of 
property. 

Now, of course, I could go on indefi- 
nitely, but I was not invited here to 
discuss the pros and cons of this very 
controversial subject. I referred to the 
provision in the old classification because 
I thought it would be the simplest way 
in which to briefly illustrate what was 
actually prescribed in the new classifi- 
cation. 


I do not want to leave this subject 
of depreciation accounting, however, 
without suggesting that the matter of 
changing from the one theory of ac- 
counting to the other presents some 
very practical and very serious difh- 
culties which should be very carefully 
considered in order that the most prac- 
tical solution may be found, and I know 
of no better way in which to summarize 
the thought I have in mind than to 
quote an excerpt from the report sub- 
mitted by the Public Service Commis- 
sion of Wisconsin to the National 
Association of Railway and Utilities 
Commissioners, at its 45th Annual Con- 
vention at Cincinnati, October 11, 
1933. Before quoting it, however, I 
wish to point out that the new classifi- 
cation does not prescribe the straight- 
line method of accounting for deprecia- 
tion, but it does prescribe depreciation 
accounting, which may, and probably 
will require larger annual appropria- 
tions and larger reserves than were 
necessary under the retirement reserve 
method. The excerpt is as follows: 

“Where the desire exists to establish a 
consistent policy, commissions are faced with 
the problems of effecting a transition from 
practices that have been countenanced in the 
past. To illustrate, most of the electric and 
gas utilities policy of “straight-line” depreci- 
ation accounting usually necessitates depre- 
ciation expense allowances larger than the 
retirement expenses theretofore charged. To 
make this transition, however, constructive 
from a long-time point of view, is difficult 
at a time when a rate reduction is being in- 
sistently demanded. Furthermore, during the 
transition period, when the retirement re- 
serve is neither a true retirement reserve 
nor a true depreciation reserve, the treatment 
of such a reserve in finding accrued depre- 
ciation presents many perplexities.” 
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Now just a word or two upon the 
matter of Property Records and Origi- 
nal Cost. 

The new Uniform System of Ac- 
counts prescribes that not later than 
December 31, 1938, each company shall 
have completed the studies necessary for 
determining the original cost of its prop- 
erty and classifying it as of January 1, 
1938, in accordance with the plant ac- 
counts prescribed, and that pending such 
classification each company shall main- 
tain its present accounts as sub-accounts 
of electric plant in process of reclassifi- 
cation. This requirement, considered in 
connection with the Property Records 
Order which was served on all compa- 
nies, therefore requires each company to 
classify its fixed capital by the prescribed 
plant accounts and further by units, and 
then price these units at original cost 
as defined in the Uniform System of 
Accounts. Any excess of book cost over 
original cost as defined shall be charged 
to an account entitled, “Electric Plant 
Acquisition Adjustments.” I shall not 
attempt to deal with the converse of 
this situation. 

All of the companies in New York 
State, so far as I know, are preparing 
property records, but it is too soon to 
tell anything definite about them, be- 
cause, with the possible exception of a 
few small companies, these property 
records have not been completed. 


This account, “Electric Plant Acqui- 
sition Adjustments,” while included in 
the fixed capital group of accounts, pre- 
sents certain aspects which I believe 
are serious. First of all, its name sug- 
gests that it is of a temporary nature. 
That may be true in some cases, but it 
may not in others. Why not call it just 
what it is, or at least what I think it 
is, namely, “Difference between book 
cost of property and original cost of 
such property as defined by the Public 
Service Commission.” If it is intended 
as a temporary account, or one that will 
be subject to adjustment from time to 
time, then what are the companies in 
the state going to do about it in their 
published accounts or annual reports; 
and further, if it is set forth in the annual 
reports, what will the investing public 
know about its nature from reading its 


, title? What will the Securities and 


Exchange Commission know about it? 
What will that Commission feel we 
should do about it? 

So considering the Property Records 
Order as a part of the new system of 
accounts, the three major changes re- 
quired are, in my judgment: 
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(1) Depreciation reserve accounting 

(2) Property Records 

(3) Pricing property at defined original 
cost and handling any. difference between 
book cost and original cost as defined 
through an adjustment account. 

It is too soon to offer full and com- 
plete comment or criticism regarding 
these features, however, until we know 
more about what the Commission pro- 
poses to do with the information when 
it becomes available. We do know one 
thing, that we are all attempting to 
comply in good faith with these pro- 
visions, and as an evidence of our good 
faith we are spending a lot of money 
in that attempt. 

‘ * * 

I have one other general comment 
that I should like to make, but before 
doing so | want to take just about a 
minute and a half to talk about myself. 
As I said at the beginning, I have spent 
practically my whole life in this indus- 
try, at least 30/46ths, or if you like 
15/23rds of it, and during the course 
of those years when I was an office 
boy, stores records clerk, time slip 
gatherer, payroll clerk, paymaster, and 
ever since, | came to know the types 
of men who design, construct, and op- 
erate these properties. By that I mean 
I became well acquainted with laborers, 
rackmen, truckmen, groundmen, first 
and second class linemen, generating 
and substation operators, machinists, 
plumbers, carpenters, blacksmiths, elec- 
tricians, and their respective helpers, 
trouble shooters, meter readers, meter 
men, storekeepers, straw bosses, fore- 
men, superintendents, managers, as well 
as accountants, engineers, lawyers, and 
the higher executives. I have seen the 
properties with which I have been con- 
nected expand by reason of acquisitions, 
new capital additions, etc., from about 
$15,000,000 of assets to approximately 
$600,000,000, and the number of cor- 
porate entities or companies again with 
which I have been connected increase 
from six to sixty, and then, by reason of 
mergers, consolidations, liquidations, etc., 
decrease to twenty. You cannot go 
through an experience of that kind with- 
out learning a great deal about human 
nature, particularly if it has been your 
primary job to install, as distinct from 
prescribe, not only a uniform system of 
accounts, but a uniform system of book- 
keeping procedures underlying a system 
of accounts. 


Now what has all that got to do with 
the new uniform system of accounts? 
Well, in my opinion a great deal, be- 
cause I have learned from actual ex- 
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perience that if you want to obtain the 
best results possible in your accounting 
and bookkeeping you will keep your 
accounting and bookkeeping require- 
ments simple, which leads me to the 
point I am making, that in far too 
many instances the requirements of the 
new uniform system of accounts are too 
complicated, too refined, too involved. 


For example, the distinction which is 
made between transmission and distri- 
bution. While it is perfectly easy to 
differentiate between a high tension steel 
tower cross country line and the pole 
lines that run throughout the streets of 
our cities, on the other hand, it is ex- 
tremely difficult to make any such dis- 
tinction where poles support both the 
so-called transmission and so-called dis- 
tribution circuits. This difficulty is 
recognized in the new classification, be- 
cause it directs that where poles or 
towers support both transmission and 
distribution conductors the poles, tow- 
ers, anchors, guys, etc., shall be clas- 
sified as transmission, which means that 
to the extent that those poles are carry- 
ing distribution circuits they are being 
carried in transmission fixed capital ac- 
counts. On the other hand, the classifi- 
cation provides that where an under- 
ground conduit contains both transmis- 
sion and distribution conductors the 
underground conduit shall be classified 
as distribution system; the conductors in 
both instances will be classified accord- 
ing to the purpose for which used. The 
classification further provides that land 
and structures, other than rights of 
way, used jointly for transmission and 
distribution purposes, shall be classified 
as transmission or distribution, accord- 
ing to the major use thereof. Then 
there is a note with respect to stations 
which reads as follows: 

“Stations which change the energy from 
transmission to distribution voltage shall be 
classified as distribution stations.” 

There are, however, a few stations 
in existence that change some of the 
energy received at that station from 
transmission to distribution voltage, pass 
some of it through at the same voltage 
to another station,-and distribute some 
of it directly to a customer. 

Now let’s take another example 
where a pole line supports transmission 
conductors, distribution conductors, and 
possibly street lighting conductors, and 
keep in mind that the distribution con- 
ductors must be further split between 
primary and secondary. Let us assume 
that a few of these poles have béen 
hlown down in a sleet storm, and you 
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send your trouble crews out to repair 
the damage. If these crews replace two 
Or more continuous spans, which con- 
stitute a unit of property, then the men 
making out their time slips will have to 
split their labor four different ways. On 
the other hand, if it is possible to splice 
the lines so that the repairs necessary 
do not constitute a unit of property, 
then their time will have to be split 
three ways. 

I'll admit that if you have a hard 
and fast rule the men that do this work 
will furnish some arithmetical computa- 
tions which will represent their best 
guesses only, and their best guesses are 
never very good. The only figures 
which will be reliable will be the total 
number of hours spent on the job and 
the material used on that job. You 
would, in my opinion, be able to get a 
reasonably accurate split between the 
hours spent by the crews on the poles 
as distinct from the hours spent on the 
conductors, but when you go beyond 
that requirement for segregation you 
are asking these men to speak a language 
they do not understand or appreciate, 
and you are very apt to find, according 
to the record, that some one of the 
circuits, that is, the transmission, dis- 
tribution primary, or distribution sec- 
ondary, or street lighting circuit was 
actually replaced by the crews at no 
expense to the company. 

In other words, you will never suc- 
ceed in making a bookkeeper or a statis- 
tician out of a lineman. Perhaps it is 
because he has far too much respect for 
his honored profession. 


I honestly tried for years to work out 
some system that would intelligently 
differentiate between transmission and 
distribution capital and transmission and 
distribution expense on a uniform basis, 
in the companies whose accounts come 
under my supervision, and I am very 
frank to admit that I failed miserably. 
I never could get any two men in the 
one company to agree on what consti- 
tuted transmission capital and what con- 
stituted distribution capital, to say noth- 
ing of getting men in the different com- 
panies together on that subject. The 
only fellow who has a chance to suc- 
ceed in doing that sort of thing is the 
accountant with but one company to 
look after. Then he can make some 
arbitrary segregation to his own satis- 
faction that will serve his accounting 
requirements, but I would wager that 
if he asked the chief engineer of his 
company to make a segregation and he 
did not furnish him with the basis of 
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his split, the chief engineer’s ideas would 
be different; and further, should that 
accountant take over another company 
he would find himself in “hot water” 
if he tried to be consistent, and by the 
time he had twenty or more companies 
he would begin to appreciate the mean- 
ing of the word “impossible.” 

The first classification prescribed by 
the Public Service Commission in 1908 
required the companies to make a dis- 
tinction between transmission capital 
and distribution capital and between 
transmission expenses and distribution 
expenses, but after years of experience 
it was found that this distinction did 
not serve the purpose for which it was 
intended and the classification of 1923 
permitted the combination of transmis- 
sion and distribution capital. 


While this is perhaps the greatest 
example of too much refinement, there 
are others throughout the classification, 
such as attempting to differentiate be- 
tween primary and secondary circuits, 
currently prorating overhead expense 
to cost areas, and so on. 

My whole point here is directed to 
the fact that the new classification is 
based more on a cost accounting theory 
than it should be, and in a number of 
instances, due to arbitrary allocations 
of some sort or another, basic factual 
information will be distorted to a point 
where, if poor judgment is used in mak- 
ing arbitrary allocations in the first in- 
stance, that poor judgment will be 
perpetuated in the records of the com- 
pany. I suggest in this connection, for 
your consideration, the advisability of 
returning to one of the greatest funda- 
mentals of good accounting, namely, to 
have your books reflect (in so far as it is 
possible; obviously some estimates must 
be used) facts only, in order that these 
facts so reflected will remain on the 
permanent records of the company and 
constitute indisputable evidence of its 
financial status and its financial history. 

Then if cost analyses are to be made, 
necessitating the use of a great many 
arbitrary allocations and estimates based 
upon opinion, such analyses can be 
made currently if desired on an aux- 
iliary record, without distorting or de- 
stroying the basic factual information, 
and what is of greater importance, the 
chance someone else might have to check 
or test the accuracy of the judgment 
used in making such analyses. 

I also suggest, for your consideration, 
the thought that one of the principal 
reasons for having accounts is to be able 
to lay before the management of the 
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company, or companies, information 
upon which to base its judgment as to 
the future course of the company. 
While this new classification does not 
prohibit the keeping of additional rec- 
ords, following its requirements will not 
tell you periodically what it costs to 
run the various departments of the com- 
pany, at least that part of each depart- 
ment the cost of which is charged to 
operating expenses, for example, the ac- 
counting department, the engineering 
department, etc. As a maiter of fact, the 
old classifications were not what they 
might have been in this respect. 

In other words, it is my opinion that 
this quest for certainty in accounts can 
lead to a point of refinement where it 
defeats its own purpose, where the re- 
sults you obtain will distort, if not de- 
stroy, factual information, and where 
management finds it difficult, if not im- 
possible, to obtain currently, information 
essential to the proper conduct of the 
business. Or to phrase this same thought 
in axiomatic and time-honored form, I 
believe that you should make the books 
fit the business, and not attempt to make 
the business fit the books. 


I have confined my remarks to the 
uniform system of accounts prescribed 
for electrical corporations, but my com- 
ments with respect to these underlying 
principles apply equally to the uniform 
system of accounts prescribed for gas 
companies. 

* * * 

Now one other thought of a general 
nature upon this very broad subject and 
I will finish. I think it is about time 
our industry (and here again let me 
remind you that the accountants of the 
regulatory commission are as much a 
part of it as we are) began to give 
serious consideration to the fact that the 
general accounting of a company is one 
thing, cost accounting is another, the 
keeping of statistics another; all very 
important phases of accounting, all nec- 
essary. If, however, in developing one 
phase you destroy another, you have 
made a very serious mistake. That is, 
in my judgment, what has happened in 
our case. The cost accounting or sta- 
tistical phases have been developed to a 
point where the general accounting has 


suffered. From the standpoint of im-, 


portance it stands third instead of first. 

To describe our position colloquially, 
we have gone statistical in our effort to 
correct some of the abuses of the past; 
we have gone mathematically mad. Be- 
cause the Retirement Reserve theory of 
accounting made it possible for either 
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the dishonest or ignorant to phenagle 
the account, we seek to correct it by 
the application of an involved mathe- 
matical formula and curves which its 
advocates claim is the answer. Because 
in a regrettable number of cases com- 
panies failed to make retirements when 
they should have been made, the indus- 
try is spending millions in taking in- 
ventories and preparing property rec- 
ords, the refinement of which staggers 
the imagination. 


All of which reminds me of a true 
story told to me by a man who had. been 
treasurer of a relatively large company 
for about thirty years, and who was, at 
the time he told me the story, retired 
from active business. 

He told me that shortly after he was 
made treasurer, twenty-five years before 
his retirement, his cashier stole $25.00 
from the petty cash fund of $100.00. 
The shortage was discovered, the cashier 
fired, and after a most careful checking 
as to character a new cashier hired. In 
order to avoid any further defalcation 
this man, who was then treasurer, in- 
sisted that the cashier, at the close of 
each day, turn in his cash to him, accom- 
panied by a slip showing exactly the 
number of units of money, both paper 
and coin, he was turning over. The 
treasurer would then issue his formal 
receipt, and the whole operation would 
be reversed the following morning. 
That went on for 25 years and no 
cashier had ever beaten the company 
out of another $25.00. 

I was a guest at that man’s house, so 
I was not in a very good position to tell 
him what I thought of him, but you 
don’t need much mathematical or finan- 
cial training to see that that man got a 
nickel in his eye and lost sight of a 
dollar. That daily checking business of 
his cost his company at least $7,500 in 
25 years, but he was quite right—the 
company never lost another $25.00! 

* * * 


In conclusion may I say that an essen- 
tial qualification of an accountant is 
that he be somewhat of a pessimist, and 
I suppose that the years I have spent 
in the accounting end of the business 
have had their effect upon me in that 
direction. In spite of that, however, I 
am optimistic enough to believe that 
some day this classification will come up 
for revision before a group of indi- 
viduals representing the Commission 
and representing the industry; that these 
individuals will sit around a table in an 
atmosphere of friendliness, understand- 
ing, confidence, and sincerity, each side 
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respecting the rights and duties of the 
other, and that that meeting will not be 
held in a hearing room, where your 
opinions or ideas must be expressed by 
one or two words of one syllable. When 
that time comes I hope that the keynote 
of that meeting will be simplification, 
and again I know of no better way in 
which to illustrate the thought running 
in my mind than to say that during 
the last session of Congress I under- 
stand it passed over a thousand bills 
which later became laws; during the 
last session of the State Legislature it 
passed nearly a thousand bills which 
later became laws, and these were added 
to thousands of others previously en- 
acted, all of which makes me marvel 
the more at the splendid job which was 
done by One who, thousands of years 
ago, wished to leave with humanity a 
correct code of morality, one that would 
govern its every thought and its every 
action, one that would be understood 
throughout the world down the ages to 
the end of time by the most ignorant 
on the one side and the most intellec- 
tual on the other, and He succeeded in 
doing it by leaving ten simple, under- 
standable commandments. 


W. Paxton Little Honored 
at Testimonial Dinner 
PAXTON LITTLE, one of 


e the pioneers in New York State 
electric power service, was the guest of 
honor at a testimonial dinner given by 
a group of his associates of the Niagara 
Hudson System, November 22, at the 
Union Club, New York City. Mr. 
Little retired as treasurer of Niagara 
Hudson Power Corporation, December 
1, upon the completion of 45 years of 
service with the corporation and its as- 
sociated and predecessor companies. 

The name of W. Paxton Little is 
well-known among people engaged in the 
public utility industry in the United 
States and Canada, since he was chair- 
man of the accounting committees of 
both the National Electric Light Asso- 
ciation and the Canadian Electrical As- 
sociation. 

At the time of retirement, Mr. Little 
was treasurer of Niagara Hudson Power 
Corporation and an officer of several 
subsidiary companies. He is also a mem- 
ber of The Bankers Club of America. 
He is a former resident of Buffalo, Niag- 
ara Falls and New York City, and now 
lives in Greenwich, Connecticut. 
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Engineering and Capital 


By C. W. Kellogg 


President Edison Electric Institute 


A talk before the New York Section of the American Institute of Electrical Engineers, 


N discussing the general public util- 
ity situation, | believe, for the rea- 
sons I shall develop later, that it 

is best approached from a consideration 
of the relation between engineering and 
capital, a relationship that is honored by 
time. Capital is that part of the product 
of human labor which producer either 
does not need in order to live, or which, 
through self-denial, he has deliberately 
refrained from using to live. Capital 
can be transformed into the tools and 
machinery for producing more capital 
and employing more labor. The forms 
which capital takes, like houses, fac- 
tories, highways, railroads, utilities and 
other items too numerous to mention, 
are the very basis of the comforts of life 
and the way of living and the going con- 
cern which we call civilization. Capital 
in the abstract is one of man’s greatest 
discoveries. It is as marvellous a thing 
as electricity in the way it can be trans- 
muted from one form to another. It is 
even more effective than electricity in 
the fact that it can be stored without 
loss—something we have not learned to 
do with electricity. Think what a revo- 
lutionary effect would be produced in 
the electric service business if electricity 
could be stored as effectively as gas or 
water ! 

No one can be expected to exert the 
effort and self-denial required to ac- 
cumulate capital without some incen- 
tive. That incentive, under our Ameri- 
can system, is the right to own and 
possess the capital so accumulated and 
to be able to earn a return on it either 
from using it oneself or from loaning it 
to others. The amount which one can 
earn on capital depends, if he uses it 
himself, upon his energy and ingenuity, 
or, if he loans it out to others, upon the 
going value of capital. This going value 
is dependent upon the supply of capital 
and the demand for it in the community 
in question. There are other unavoid- 
able charges against capital, consisting 
of the loss in use, which we generally 
call depreciation, and ‘the cost of pro- 
tecting it, which appears in the form of 
taxes and insurance. All of these 
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charges are, as a rule, accurately deter- 
minable from the conditions surround- 
ing any given situation. 

The function of the engineer with re- 
spect to capital is clear and definite and 
the two are indissoluble. From the mo- 
ment a given amount of capital has been 
created, the question at once arises, for 
the owner thereof, as to the form into 
which it shall be transformed so as to 
be sufficiently useful so that it will as- 
sure to the owner a return which will 
pay at least the fixed charges on it, and 
so that it will serve to employ labor and 
purchase commodities for the general 
welfare. 

In our modern civilization the major 
part of the liquid capital created each 
year has gone into the plant required to 
carry on industry, to transport its prod- 
uct to market or to serve the daily wants 
of the people and of industry. Immedi- 
ately there arises the need for engineer- 
ing study and advice on how to use this 
capital, for it is essentially an engineer- 
ing problem to determine how capital 
should be used to the best advan- 
tage. The correct answer to this ques- 
tion is fundamental to our whole eco- 
nomic life as a nation. Finding the right 
answer includes not only the best de- 
sign and most economical construction 
of the new plant itself, but also the 
study of every detail—markets, raw ma- 
terials, operating costs and the like— 
which will go to make the new plant a 
success or failure in the matter of earn- 
ing the fixed charges on that new plant, 
thus not only furnishing labor to those 
in need of employment but also con- 
serving the capital from destruction by 
being improvidently laid out. 

The more complicated our plant be- 
comes, the more difficult and intricate 
become the problems of plant design and 
of the estimates of operating results to 
be expected from that plant. This re- 
sponsibility rests upon the shoulders of 
the engineer and the responsibility is a 
heavy one. For upon the success with 
which this responsibility is discharged, 
depends the integrity of our plant in- 
vestment and therefore the very founda- 


tions of our economic structure. ‘This 
responsibility is a personal one to the 
millions of thrifty citizens who tacitly 
depend upon the engineer to see that 
their savings (the results of the sweat of 
their brow asd the self-denial of their 
character) are not wasted or dissipated 
in ill-conceived schemes. The reason it 
is such a social sin to waste capital is 
that it is saved-up human labor and the 
glory of the engineering profession is 
that it has always been dedicated to the 
conservation of capital by using it skill- 
fully for the most effective development 
of our natural resources. 

The great electric utility business is 
definitely founded on engineering. As 
a business it is just as dependent as any 
other business on public relations, sales 
promotion, collections, accounting, etc., 
and much more dependent than most 
businesses on capital financing, being 
about the most capital-greedy industry 
in existence. All of these parts of the 
superstructure of business must, how- 
ever, rest on the integrity, dependability 
and economy of the service which the 
engineer alone has originated and de- 
veloped. 

How many of you, in passing in and 
out of Washington, have paused to read 
the words cut into the stone over the 
portals of the Union Station? Written 
nearly a quarter of a century ago by one 
of the greatest masters of epigram of 
our times, they still are fresh and full of 
meaning. Here is what they say about 
the thing we work with and for: 


Electricity 

Carrier of Light and Power, 
Devourer of Time and Space, 
Bearer of Human Speech over land and sea, 
Greatest servant of man—lItself unknown. 

What an arresting thought, that 
man’s greatest servant is an unknown 
thing! We know not what it is but 
only what it does. Our engineering ex- 
perience with electricity comes down to 
finding what it.will do under a given 
set of conditions. After all, however, 
what it does is what makes electricity 
man’s greatest servant, so that this 
knowledge is more useful and practical 
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than the other and we should, therefore, 
he as content as engineers (who are 
always seeking for more knowledge) 
can be. 

If electricity was man’s greatest ser- 
vant a quarter of a century ago, how 
much more is it so today! In the inter- 
vening period, in our own country, elec- 
tric generating capacity has increased 
about six-fold; energy output has in- 
creased nine-fold and the number of 
customers has grown by about 22,000,- 
000. The average home today uses over 
three times as much electricity as it did 
in 1913, and the growth of this average 
home usage continues unabated month 
by month to this day. In fact, by all the 
tests of present size and diffusion among 
the people, the use of electricity a quar- 
ter of a century ago was a pitifully 
small thing. 

While my own specialized knowledge 
is in the electric light and power busi- 
ness, it is only fair to state that during 
the last quarter century the great Bell 
Telephone System has made as striking 
progress as have the electric companies 
in their line—in their great service of 
bearing human speech over land and 
sea. Figures furnished to me by the Bell 
Telephone System show the following 
achievements during the period in ques- 
tion: 

The number of telephone stations 
from 1913 to 1938 increased from 
5,000,000 to 15,750,000. 

In the matter of long distance tele- 
phones: while in 1913 Denver was about 
as far as could be reached from New 
York City, at the present time 37,000,- 
000 telephones can be reached by long 
distance in all parts of the globe. This 
figure is 93% of all the telephones in 
the world, located in 73 countries. They 
include all countries having over 100,- 
000 telephones, except Russia and New 
Zealand. 

During this same quarter century the 
miles of interstate toll lines have in- 
creased from 519,000 to 6,790,000 and 
the number of toll messages from 8,000,- 
000 to 54,000,000, while the average 
time of connection has been reduced 
from 6 minutes to 134 minutes. 

I would not give you the impression 
that the electrical development of our 
country is completed. The field is no- 


where near exhausted and we still have | 
far to go. The industries where stag- 


nation has set in are those where engi- 
neering development and invention have 
largely ceased and this is not true of the 
electric utility business. We must not 


*N.L.C.B. “Road Maps of Industry” No. 148, 
Oct. 28, 1938. 
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forget that the wonderful progress of 
the electric industry has in the past 
rested both upon engineering and on the 
fact that in that industry capital could 
get a fair rate of hire and could look 
with reasonable hope for reward for 
risks assumed. If and when these rea- 
sonable expectations should become 
doubtful, the blighting effect will be on 
the investor, the engineer and the public 
served. 

The vast growth in the utilization of 
electricity in the last twenty-five years 
has involved an integration of many con- 
flicting forces. For example, at the be- 
ginning of the period to which I have 
referred, the electric companies paid out 
$5 in taxes for each $100 they took in, 
while today they pay out in taxes over 
$16 for each $100 received. Similarly, 
the average weekly cost for labor per 
employee in the electric industry is two 
and one-half times* as great today as 
it was twenty-five years ago. The gen- 
eral level of wholesale prices of com- 
modities has risen 15% since 1913. 

These are high hurdles to jump, yet 
in spite of them the average cost of a 
kilowatthour of electricity in the home 
is today down to slightly less than one- 
half the average of 1913. This is no 
mean accomplishment for the great ser- 
vant, for naturally unit cost enters as 
a very definite element in the economic 
value of any service. Thus while the 
unit cost of the human service we had 
to buy to operate our business increased 
two and one-half times, the unit price 
at which we sold the services of the 
“unknown” servant in the home was cut 
in two. 

For this great accomplishment in the 
public service the credit goes partly to 
the engineer and partly to the salesman, 
and, like any ideal partnership, neither 
could have been completely successful 
without the other. The contribution of 
the engineer was to reduce the amount 
of fuel required to produce a kilowatt- 
hour by 68% during our test period 
and to make substantial reductions in 
the cost of the equipment to generate 
and use electricity; and that of the sales- 
man (reinforced by the basic work of 
the manufacturers and the rate engi- 
neers) was to increase the use of elec- 
tricity in the average home three-fold 
during the period. 

If I have appeared to emphasize what 
has been done for the householder dur- 
ing the last quarter century, it is merely 
because he is the most numerous, com- 
prising as he does about 85% of the 
electric customers. The accomplishments 
with respect to power in industry have 








December, 1938 


been equally notable. The increase since 
1913 from 3.15 to 6.3 in the horsepower 
used per man in industry has been due 
principally to the convenience and econ- 
omy of supplying power to machinery 
electrically — both engineering accom- 
plishments of the first order. Foreign 
visitors to our country have attributed 
our industrial supremacy as a nation 
largely to the extent to which mechani- 
cal power is used in manufacturing. 
Also, it should be noted that the econ- 
omy in the manufacture of electric 
energy (which results from the fact that 
60% of the total electric energy sold is 
used by manufacturing and _transpor- 
tation) helps very materially with the 
cost to the householder. 

Nothing could illustrate more clearly 
the indissoluble union between engineer- 
ing and economics than the marvellous 
history of electrical development in our 
country. during the last quarter of a 
century which I have outlined so brief- 
ly; for good engineering must lead to 
practical results. I recall in my student 
days at the Institute it was frequently 
called to our attention that any fool 
could get together a set of levers and 
gears and cams to do almost anything, 
but that the true engineering genius 
was he who could cause a difficult physi- 
cal feat to be performed simply. 

This question of economic practicality 
comes sharply to the fore in connection 
with some of the governmental electric 
power projects of recent years. The 
people have been so stirred up by propa- 
ganda about a force whose mystery 
seems to give it powers of performing 
all miracles, even economic ones, that in 
some cases practical values seem to have 
been overlooked. For example, just be- 
cause the growth of use of electric ser- 
vice has been rapid, does not mean that 
every power development will be an 
economic success, even if no apparent 
market exists to absorb its output. Mere- 
ly because water is a gift of nature that 
flows downhill without apparent cost, 
does not make every hydroelectric proi- 
ect ipso facto sound economically—it 
might be cheaper to produce power from 
fuel. The fact that electricity can be 
transmitted for long distances, with 
relatively small losses in energy, does not 
mean that in any given case it will pay 
to do so, unless an economic saving can 
be shown to result from the transmis- 
sion in question. 

Another common economic error about 
electricity arises from a failure to realize 
the inherent nature of the business. I 
am sure if the facts were more general- 
ly understood, the public reaction would 
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be different on the power subject. The 
electric utility business requires about 
$6 invested in plant to produce one dol- 
lar of gross revenue. From this simple 
but inescapable ratio flow important 
consequences for the business. From 
this ratio it follows that the raising 
of capital is one of the corner- 
stones of the business. The aver- 
age industry requires only about 73c. 
of capital per dollar of annual output— 
about one-eighth as much as our indus- 
try. For hydroelectric properties this 
ratio between capital investment and 
annual gross earnings is likely to be 
about 10 to 1, or about 13 times as 
great as for average industry. 

Now anything that affects capital is 
also bound up with credit. The electric 
utilities, though they are conceived and 
operated along engineering lines, must 
also conform to the laws of the market- 
place, if they are to raise the capital 
needed for the erection of their physical 
properties. These laws are not legisla- 
tive enactments, they are the principles 
embodying the experience which mah- 
kind has developed over many centuries 
of economic history. The utilities were 
obliged not only to raise adequate capi- 
tal, but they also wanted to get that 
capital as cheaply as possible—for an- 
other of the inevitable consequences of 
our capital-to-earnings ratio is that fixed 
charges on investment comprise on the 
average five-eighths of the cost of fur- 
nishing electric service to the customers, 
and over 90% of the cost of hydro- 
electric power furnished wholesale, so 
that the cost of capital is of preponder- 
ant importance in the cost of rendering 
electric service. The cheapest cost money 
is that raised by the sale of bonds, but 
here again the law of the market-place 
steps in to fix a limitation. Bonds to 
raise this cheap money are salable at a 
price to produce money cheaply only if 
secured by about an equal amount of 
some other money. So there arise at 
once the two very practical questions of 
who is going to put up that other money 
and of how he is going to be persuaded 
to do so. 

In our country this problem has been 
worked out over the years by the method 
of state regulation. Stated very briefly, 
the state recognized to begin with the 
six-to-one capital ratio I have men- 
tioned. It realized that from this basic 
ratio flows another consequence; namely, 
that in order to prevent waste of capital, 
the purveyor of this unknown force 
must be alone in the field, but that he 
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may continue to be alone only as long 
as he does a good job. The state said 
further, “We will allow you to charge 
rates for your service which will yield 
a rate of return on your investment such 
that investors will be induced to con- 
tinue to put up the money needed to 
build the additional plant required by 
the growth of your service.” Relying 
on this regulatory system, built up over 
the years, the people who were willing 
to take a greater risk in hope of a 
correspondingly greater reward, put 
their money into the stocks of utilities in 
amounts sufficient adequately to secure 
the bonds. And in this way, there has 
been built up the present very satisfac- 
tory ratio of bonds to total capital in 
the electric utility business. 

From your viewpoint as engineers 
you have always been limited in the 
plans you could carry out by your ability 
to convince someone that they were eco- 
nomically sound, and by his ability, 
based upon your showing, to get the in- 
vesting public to agree with him suf- 
ficiently to put their hard-earned sav- 
ings into the project. You and I know 
of many a great engineering project we 
should have liked to put through if only 
the money could have been raised to 
pay for it. 

Then came the New Deal. To many 
engineers it may have seemed at first 
like a dream come true, like the answer 
to the engineer’s prayer to have un- 
limited billions of taxpayers’ money, or 
other billions borrowed on the expecta- 
tion of payments to be collected in 
future from taxpayers (some of whom 
may not yet be even born) to spend 
ad libitum on all sorts of projects, with- 
out having to convince some _hard- 
headed investment banker, or some 
equally obdurate investor, that the proj- 
ects would pay. In case any taxpayer, 
whose money had been put into these 
projects, should object, he could be 
stilled by incantations on the general 
welfare or by bookkeeping methods that 
appear to show a profit where none 
exists. 

I said this all seemed like a dream 
come true, but I wonder if it isn’t more 
like a mirage. 

Have we as a nation yet counted the 
cost of what might be called “political 
engineering’? Does the public realize 
yet that the estimated deficit in the 
Federal Budget for the one fiscal year 
1939 (not the expenditures but the 
deficit) exceeds by $133,000.000 the 
total aggregate expenditures of the 
Federal Government during the first 76 
years of our national life (1789 to 1864 
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inclusive) ? The deficit for two months 
in modern times, July and August, 1938, 
is $40,000,000 greater than the annual 
average Federal expenditure for the 
period from 1900 to 1913.* It would 
be tragic enough if the capital wrung 
from the people in taxes in recent years 
had been wastefully or unwisely spent, 
but the money represented by our 40 
billion national debt constitutes a prior 
claim on the future labors of our people, 
which will have to be met from those 
labors before spare capital for future 
needs can be forthcoming. 

I am inclined to believe that the engi- 
neer owes a duty to his country to point 
out the economic. fallacies where they 
exist in any engineering or construction 
projects his country undertakes. No one 
knows better than he the dire conse- 
quences of engineering development di- 
vorced from economics; no one realizes 
more clearly than he that costs go on 
and costs exist whether or not some 
government agent says they do. The 
historic episode of King Canute was 
perhaps the first on record where gov- 
ernment agents claimed that if a pro- 
hibition was placed on the tide rising. 
it would not rise. What we need today 
is another King Canute, to show his 
faithful subjects that the laws of nature 
go on operating, regardless of statute 
laws and that the wise government is 
that one which conforms to natural law 
and fact, rather than trying to oppose 
them or pretend they don’t exist. 

No one more than engineers should 
be able to point out the extreme dis- 
tortion represented by the Government 
furore about electric power in recent 
years. Can it be that the public authori- 
ties do not realize that electricity forms 
but 114% of the average family budget 
and that it forms but about 114% of 
the costs of production for the average 
manufacturing business? Is it sane or 
sound to spend $1,651,000,000 of the 
people’s money, as the Government is 
planning to do, on something which has 
such a relatively small economic impor- 
tance? Is it wise (even assuming that 
otherwise the 114% item is considered 
of such transcendent public importance) 
to choose for the public welfare a form 
of activity which requires more capital 
than almost any other for its develop- 
ment? 

Let me develop this last point some- 
what more in detail. The bill for elec- 
tricity last year in the 22,939,020 farms 
and other homes of the nation which 
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used it was $808,000,000, or an aver- 
age of about 914c. per day per home. 
This business required, on the six-to-one 
ratio I have mentioned, the use of an 
investment of at least $4,848,000,000, 
probably nearer $5,500,000,000, since 
residence service requires a somewhat 
larger proportion of plant than the 
average of the electric business. This is 
an enormous amount of capital to tie 
up for such a small item in the family 
budget. 

By way of contrast, I find from the 
Statistical Abstract of the United States 
that the people spend about $2,500,000,- 
000 annually on the aggregate of such 
items as candy and ice-cream, soft drinks 
and patent medicines, soap, chewing 
gum, cosmetics and cigarettes. An analy- 
sis of the balance sheets of typical com- 
panies manufacturing each of such arti- 
cles indicates that the capital required 
to produce them is about $700,000,000. 
Or, stated briefly, the home electric bill 
averages about one-third as much as 
the miscellaneous items I have men- 
tioned and yet takes about seven times 
as much capital to produce. One won- 
ders whether the taxpayers’ money could 
not be more effectively conserved by a 
free handout of items that require so 
little capital, rather than by selecting as 
the basis for largesse such a relatively 
great capital user as electricity. This is 
especially important, since capital raised 
by taxes is taken by force from the 
people. 

May I, in closing, summarize what I 
have said before: 

Capital and electricity are two of 
man’s greatest discoveries and most use- 
ful servants. 

The supply of electricity to the people 
requires a disproportionately large use 
of capital per unit compared to most 
other commodities or services. 

The essential function of the engi- 
neer in the body politic is the conserva- 
tion of its capital for the most efficient 
use of natural resources. This is a 
heavy responsibility since wasteful use 
of capital in one direction reduces by 
that much the free capital available for 
other necessary development. 

Conservation of capital goes to the 
root of our economic situation as a 
nation, both because the huge national 
debt represents a mortgage on future 
capital production and because, in our 
modern world, labor cannot be usefully 
employed until capital has first fur- 
nished it the plant, and tools with which 
to work. ; 

The production of capital will be 
greatly retarded unless the self-denying 
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Prime Movers Committee Meeting 


W. E. Caldwell, Chairman 


MEETING of the Prime Movers 

Committee was held December 5- 
6 at Institute Headquarters in New 
York. 

Mr. Engle related the problems being 
studied by the Boiler Subcommittee. The 
effect of the condition of furnace walls 
on the superheater temperature was ex- 
tensively discussed. Operating conditions, 
slagging characteristics of different coals 
and types of walls vary sufficiently to 
make it necessary for any plant to decide 
individually on the frequency of deslag- 
ging needed to keep superheater tempera- 
tures at the proper level. The problem 
presents increased difficulties when the 
use of different fuels in one furnace is 
considered, some of which have been 
built to use coal, oil or natural gas. The 
rolling-in of tubes in high pressure boil- 
ers was discussed with regard to the use- 
fulness of the extensometer method for 
checking the degree of rolling and to the 
desirability of retesting boilers at full 
hydrostatic pressure after rerolling. The 
latter method, which is necessary when- 
ever new tubes are installed, subjects the 
boiler to excessive stresses and is not con- 
sidered necessary after rerolling, in which 
case application of the full boiler feed 
pump pressure appears to be sufficient. 

Mr. Fellows discussed the work of 
the Chemistry Subcommittee, which is 
considering a number of problems such 
as feedwater treatment, corrosion, re- 
conditioning and testing of oil, steam 
purity, etc. Supplementing a paper pre- 
sented by Professor A. E. White at the 
Annual A.S.M.E. Meeting during the 
week of the Prime Movers Committee 
Meeting, it was reported that cracked 
flanges have been found also in the down- 
comers of one of the earlier high pressure 
boilers. 


Mr. Muir reported work of the Com- 
bustion Subcommittee under way on the 
comparison of straight and bent tube 
boilers. The Subcommittee will consider 
a number of subjects, such as dust elimi- 
nators, problems involving pulverized 
coal, slagging conditions, cleaning, etc. 

Mr. Crofts introduced Mr. Albion 
Davis, who presented a discussion on the 
influence of governor characteristics and 
load changes on system frequencies. He 
suggested a study of individual governors 
with a view toward better coordination 
of governors and elimination of poor gov- 
ernors. 

Considerable discussion developed on 
the subject of noise and vibration in high 
pressure reducing valves. A number of 
additional matters covered by the Tur- 
bine Subcommittee were discussed, such 
as condensers and the hydrogen cooling 
of generators. 

Dr. Davidson presented an extensive 
report on an investigation of boiler tube 
failures, with slides showing photographs 
and photomicrographs. He advanced the 
thought that development of hydrogen 
during oxidation of the steel causes inter- 
crystalline separations in the steel. The 
temperature in these tubes has been ap- 
preciably above 1,000 F., as shown by 
metallurgical indications. 

On Tuesday morning, Professor 
Christie reviewed some studies made by 
him on the losses of high temperature 
topping turbines. 

Considerable discussion developed on 
the subject of different types of soot 
blowers, the safe rate of starting of high 
pressure boilers, and other related sub- 
jects. 

Following the Meeting a number of 
inspection trips were available to the 
members in connection with the program 


of the A.S.M.E. Annual Meeting. 








citizen has the hope of getting a fair 


, wage for the fruit of his self-denial. 


As electrical engineers and citizens, 
therefore, we should make every effort 
to see that the public understands the 
indissoluble relationship between electric 
service and capital. The realization of 
this should lead to a more sympathetic 
attitude toward the millions of frugal 


citizens whose savings are devoted to 
the electric service of the nation. In- 
stead of regarding them as “princes of 
privilege,” “taking toll of the people,” 
we shall see that they are in reality joint 
servants with the engineers, in making 
available so widely to the people, the 
tireless labors of the “Greatest Servant 
of Man.” 











m- 
the 
ube 
der 
mi- 
zed 


ion 
the 


and 


10Ts 
rion 
rOV- 


on 
igh 
r of 


uch 
ling 


sive 
ube 
iphs 

the 
yen 
iter- 
The 

ap- 
. by 


SSOT 
> by 
ture 


| on 
soot 
high 


sub- 


r of 
the 


‘ram 


1 to 

In- 
s of 
ple, 
joint 
king 

the 


vant 








December, 1938 


EDISON ELECTRIC INSTITUTE BULLETIN 





Page 541 


The E.E.I. and Its Activities Relative 


to the T.V.A. 


Excerpts from Testimony of Bernard F. Weadock, Vice-President 
and Managing Director, before the Joint Congressional Committee 
to Investigate the Tennessee Valley Authority 


Note: The Committee met in Room 318, 
Senate Office Building, at 10 A. M., Nov. 23, 
1938. Present were: Senator Schwartz, Act- 
ing Chairman; Representative James M. 
Mead, Vice-Chairman; Senator Frazier, 
Representatives Barden and Thomason; Rep- 
resentatives Wolverton and Jenkins; Francis 
Biddle, Counsel for the Committee. 





Mr. Bippie: Will you give your full 
name to the reporter, please, and your 
address? 

Mr. Weapock: My name is Bernard 
F. Weadock. I am the Vice-President 
and Managing Director of the Edison 
Electric Institute of New York City. 

Mr. Bippie: Have you any prepared 
release or copy of your statement that 
you would like to submit to the Commit- 
tee? I see some material there, or are 
those all just exhibits ? 

Mr. Weapock: That is material in 
answer to your request. 

* * * 
A Bit of Ancient History 

Mr. Bippite: Were you counsel for 
the National Electric Light Association ? 

Mr. WEapock: Yes, sir. 

Mr. Bippte: And its General Man- 
ager or Executive Director, or—lI for- 
get the term. : 

* * * 

Mr. Weapock: My recollection is I 
was appointed Managing Director of the 
National Electric Light Association in 
1932. - 

Mr. Bippte: And when did that asso- 
ciation dissolve? 

Mr. Weapock: 1933. 

Mr. Bippte: Was that during the in- 
vestigation of the Federal Trade Com- 
mission, and somewhat as a result of the 
facts revealed in that investigation ? 

Mr. Weapock: I would rather say 
that it was dissolved as a matter of the 
mis-statement or exaggerations of the 
Federal Trade Commission, rather than 
the facts. 

*EDITOR’S NOTE: This payment was for Re- 
search Work on Comparison of Mechanical Prop- 
erties of Wood Pulp and Manila Papers as Insulat- 


ing Materials. The period covered was July 1, 1921 
to Feb. 29, 1928, inclusive. 


Mr. Biwpte: I didn’t realize I had 
said the “facts,” but anyway it was dis- 
solved as a result of the activities of the 
Federal Trade Commission. 

Mr. WeEapock: As you say “activ- 
ities,” I would say yes. 


* * * 


Mr. BippLe: Was the old National 
Electric Light Association that associa- 
tion which had on its payroll or con- 
tributed to the expense of a large num- 
ber of professors and educators in this 
country to help its educational work? 

oo a 


Mr. Weapock: I don’t believe it had 
any on its payroll, and I think you will 
find that the Federal Trade Investiga- 
tion report will show that the majority 
if not the entire members of the profes- 
sion who were in the electric light and 
power work received, on technical sub- 
jects, compensation for attending con- 
ventions. You must remember too that 
the old association had as a membership 
a group classified as professors and edu- 
cators, and they were actually members 
of the association, participating in the 
engineering, technical and other prob- 
lems of the Association. 

Mr. Bippte: Did the Association con- 
tribute $15,000 a year to the Massachu- 
setts Institute of Technology? 

Mr. Weapock: It did, and it did it 
for technical research, which * I feel it 
should take pride in doing. 

* * * 
On an Industry’s Obligations 


Mr. Bippie: Do you like the word 
“propaganda” better than the word 
“educational” ? 

Mr. Weapock: No, and I think 
there is quite a distinction between the 
two. I have no aversion to propaganda 
as such when it is confined to its real in- 
tent and purpose. I believe that an 
industry such as ours has a perfect right 
to inform the public. I think it is its 
obligation to inform the public. 

Mr. Bippte: So do I. 


Mr. Weapock: Provided it is done 
honestly, openly, fairly, and accurately. 

Mr. Buiwpte: And gives both sides of 
the picture? 

Mr. Weapock: No, I don’t feel 
there is any obligation to give both sides. 
* * @ 

Purposes of the Institute 


Mr. Binnie: Now, I think the last 
question was if you would describe the 
purposes of the Edison Electric Institute 
and then show the contrast about which 
we had asked. 

Mr. Weapock: The objects of the 
Edison Electric Institute, as contained in 
its constitution were first— 

Rep. JeENKins: Mr. Chairman, may 
I ask a question? Is the Edison Electric 
Institute under investigation here, or 
what is the reason you have to go into 
the details about this? 

Mr. Bippvte: Is this addressed to 
counsel ? 

AcTING CHAIRMAN SCHWARTZ: This 
is preliminary in order to show the in- 
terest of the witness and what his gen- 
eral situation is. I don’t think there is 
anything irregular about it. I don’t 


think he does. 


* * * 


Mr. Weapock: The first object is 
the advancement, in the public service, of 
the art of producing, transmitting and 
distributing electricity, and the promo- 
tion of scientific research in such field, 
second the ascertainment and making 
available to members of the Institute and 
the public factual information, data and 
statistics relating to the industry, and 
third to aid its operating company mem- 
bers to generate and sell electic energy 
at the lowest possible price commensurate 
with safe and adequate service, giving 
due regard to the interest of consumer, 
investor, and employee. Those are the 
main objects. 

At the time of the organization of the 
Institute, a very careful, detailed study 
—[Editor’s Note: Mr. Weadock was 
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here interrupted by a question as to the 
date of organization of E.E.I.] 


* * * 


Mr. Bipp_e: Now, having given the 
policies and purposes of the organization, 
will you contrast those purposes with the 
National Electric Light Association and 
point out any differences that you may 
wish? Or are there, so far as what you 
have testified to is concerned, any sub- 
stantial difference? 

Mr. Weapock: Oh, yes, there are 
many substantial differences. 

For instance the Institute has no so- 
called Public Relations Department. It 
has no publicity man; it is not engaged 
in any active campaign of any kind any- 
where, except for the technical advance- 
ment of the industry along commercial 
lines, if you please, engineering lines, 
statistical lines, things of that type. We 


are as near a true trade association, sup- - 


plying members service or facts and in- 
formation, as can be found. 


* *+ * 


The Request to Testify 


Mr. Bippte:.. . On July 26 you sent 
a telegram to Senator Donahey as fol- 
lows: 

“The testimony of Tennessee Valley 
Authority as given at yesterday’s hear- 
ings’ — 

That 
mony— 
“before your Committee is so incomplete 
and misleading that in fairness to the 
entire electric power industry an oppor- 
tunity for correction should be given. 

“The Tennessee Valley Authority 
power rates are not based upon the legit- 
imate costs which have to be met by pri- 
vate utility companies. 

“The Tennessee Valley Authority sells 
power at less than cost and the loss must 
be met out of the taxpayers’ money. An 
accurate analysis of this question of 
power cost is so important to the Amer- 
ican people generally that we respectfully 
request an opportunity to present testi- 
mony on this question at your hearings. 
Bernard F. Weadock, Managing Direc- 
tor, Edison Electric Institute.” 

Would you now like to present the 
testimony that you requested an oppor- 
tunity to present in the telegram ?— 
[Editor’s Note: Testimony referred to 
in telegram was presented by Mr. Kel- 
logg.] 


was Mr. Lilienthal’s  testi- 


* * * 


Mr. Biwpte: After hearing Mr. Kel- 





*This report was published in November, 1938, 
E.E.I. Bulletin, after presentation to the Committee. 
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logg, you prefer not to present the testi- 
mony that you requested? 

Mr. Weapock: The two the 
same; instead of my presenting it, Mr. 


Kellogg did it. 


are 


History of The Institute’s “(Comments on 
TVA’s Reports on Allocations” 


Mr. Bippie: You did prepare I un- 


derstand a so-called ‘Allocation Re- 
port” ?* 
Mr. WEADOCK: Yes, sir. 
* * x 


Mr. Bippie: Will you let me have 
it? 

Mr. WEapockK: Yes, sir. 

Mr. Bippte: Please. 

Mr. Weapock: But with this state- 
ment for the benefit of the Committee. 

At the time that this subject was up 
before the Committee, the question of 
the yardstick, and subsequent to my re- 
quest for a hearing, I asked our Engi- 
neering and Research Department to go 
into the matter thoroughly, with the idea 
of presenting a memorandum which 
could be used as a trial brief, if you 
please, or as an assistance to the witness 
in submitting testimony before this Com- 
mittee... . 

There was no publication of the docu- 
ment whatever. The TVA learned of 
its existence and requested a copy and I 
as politely as possible advised them that 
it was not a public document, and it was 
not available to them. 

Subsequent to that, they sent a repre- 
sentative to our office in New York and 
sought to get a copy there, and when 
informed that it was not a public docu- 
ment and not for publication, they ex- 
pressed rather keen disappointment. 

Following that I think, Mr. Biddle, 
you requested a copy of it, and I told 
you in substance what I am now stating, 
I thought that it constituted a memo- 
randum for our own use, and conse- 
quently in keeping with our own policy 
should be preserved for our use at this 
Committee hearing. 

I believe that as a result of that re- 
fusal, or declination rather, I don’t like 
to refuse anything, and I have not to 
your people, I am here by virtue of a 
subpoena. 

Mr. Bippie: Well, the subpoena was 
issued because you refused to bring in 
your so-called allocation study, and it 
seemed to me that if an allocation study 
had been made with respect to TVA it 
might be interesting for the Committee 
to see it, so as to get the point of view 
of your association. 

Mr. Weapock: Now, you will agree 
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that my refusal was not a matter of 
obstinacy. 

Mr. Bippte: I hadn’t suggested that, 
oh, I hadn’t suggested that at all, Mr. 
Weadock. 

% * * 

Mr. Bippte: Just let me ask you this, 
Do you or do you not wish to have the 
Committee have the benefit of this (allo- 
cation) report? If you think it is not 
accurate or it does not fairly represent 
your views, I don’t believe the Com- 
mittee would want it. But if on the 
other hand you think it would be help- 
ful to express your views in this situa- 
tion and you would like the Committee 
to have it, I think they would enjoy see- 
ing it very much. 

Mr. Weapock: Mr. Biddle, I can 
modestly say this memorandum is the 
most complete, thorough and accurate 
that has been prepared on the subject. 

Mr. Bippvte: Fine. 

t ae * * 

Concerning Information Requested 

Mr. Bipp ie: Well, then there is noth- 
ing left, is there, Mr. Weadock, except 
for you to testify with respect to cer- 
tain information that I requested from 
you? 

* * * 

Rep. JENKINS: Mr. Chairman, let 
me ask first, what did you request? 

Mr. Bippe: I am going to ask him 
now. 

Rep. JENKINS: Well, tell me. 

Mr. Bippie: Well, I requested his 
annual dues and the basis of their pay- 
ment, and I requested what fees and 
amounts were paid in the Ashwander 
Case by the Edison Electric Institute, 
and I requested to be furnished with any 
statements that were put out with re- 
spect to TVA, it being the duty of this 
Committee specifically under the reso- 
lution to investigate any methods used 
by the public utility companies with re- 
spect to TVA operation. I think that 
pretty nearly covers it. 

I requested certified copies of minutes 
in order to show specifically what fees 
and payments were authorized to be 
made by the Edison Electric Institute. 

Rep. JENKINS: For what purpose? 

Mr. BippieE: With respect to the 
Ashwander and other suits, if there were 
any others. Particularly, I will, of 
course, ask the witness under what pro- 
visions of his constitution those pay- 
ments were made. 

I shall wish to know who his directors 
were, and what action the directors, par- 
ticularly Mr. Willkie and Mr. Groes- 
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beck, took with respect to those resolu- 
tions. 

The Committee will, of course, re- 
member that Mr. Willkie’s companies 
were at that time under contract with 
the TVA. Mr. Willkie as a matter of 
record, and I think it is fair to show 
that, objected to the payments of these 
amounts, or at least voted against them. 

That covers in a general way the in- 
formation. ‘ 

Rep. JENKINS: Let me ask you this, 
Mr. Biddle? 

Mr. Biwpt_e: Yes. 

* * 

Why the Ashwander Case Comes Up 

Rep. JENKINS: What does the Ash- 
wander Case have to do with any of 
these things we are required to investi- 
gate? 

Mr. Buiwpte: The resolution has 
something like six clauses, directing us 
to go into all of the litigation, specifi- 
cally that against TVA, its results, and 
so forth. We have done it at some length 
from the TVA side, and to couple with 
it, I think we ought to do it from the 
other side. It is a direct requirement 
of the resolution. 

Rep. JENKINS: In all fairness, though, 
doesn’t the Ashwander Case sit on its 
own bottom, except of course if there 
is anything—doesn’t a reading of that 
case develop all of the facts you need? 
Do you know what the issues were, and 
what the decision was? What purpose 
could you have except to find out if it 
was financed? Of course if it is financed 
by any of these companies, and they have 
hidden their participation in the financ- 
ing, I think that would be perfectly 
proper to bring out, but if it is all open 
and above-board, I don’t see the pur- 
pose. 

Mr. Bippte: It is above-board, but 
nobody knows anything about it yet. It 
will be known when the evidence is pro- 
duced. 

a 
Concerning EEI Dues and Legal Services 
Rendered 

Epitor’s Note: Examination of the 
witness covering approximately a dozen 
typewritten pages is here condensed. In 
substance it was developed by the Com- 
mittee Counsel: 

that membership dues of the E.E.I. 
are based on one twenty-fifth of one per 
cent of gross electric revenue of oper- 
ating member companies, and that dues 
totaled $600,558.15 for the year 1937; 

that Messrs. Wendell Willkie, Com- 
monwealth & Southern Corporation, and 


“Publication 83 of the Institute, published in 1936. 
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C. E. Groesbeck, Electric Bond & 
Share, were both members of the Board 
of Trustees of the Institute; 

that the Edison Electric Institute, as 
Mr. Weadock testified, “employed coun- 
sel to advise the Institute, and to assist 
or participate in litigation involving the 
constitutionality of the TVA and the 
PWA legislation, because the Federal 
Government was engaged in the prep- 
aration and execution of plans for power 
development at many locations through- 
out the United States, on a new policy 
and program which threatened the com- 
plete destruction of the electric light 
and power industry in the United States. 
Huge sums of money were to be spent 
in the development of enormous amounts 
of power, in locations where the existing 
private installations had capacity in ex- 
cess of the demand...” [Here Mr. 
Weadock submitted a map and tables 
showing that the threat of government 
financial competition is national in scope] ; 

that full publicity, through releases to 
the press, as to the employment of legal 
counsel and the fees connected there- 
with, had been given by Mr. Thomas 
N. McCarter, then president of the 
E.E.I. on behalf of the Board of 
‘Trustees ; 

and that, neither Mr. Willkie, nor 
Mr. Groesbeck voted, at a meeting of 
the Board of Trustees of the Institute, 
on the resolution authorizing employ- 
ment of counsel by the E.E.I. for ser- 
vice on the Ashwander case, and that in 
fact Mr. Willkie, although not present 
at that meeting, had requested that he 
be recorded as opposed to the motion, 
since the case involved the validity of 
contracts executed by the Alabama 
Power Company, an operating company 
of the Commonwealth and Southern 
Group. m 

Further clarification of the status of 
counsel employed by the Institute on the 
PWA cases is contained in testimony 
as follows: 

How Counsel Served 

Mr. Bippte: . . . The amounts that 
you have testified to were in addition to 
counsel fee paid to counsel by those op- 
erating companies, in the litigation, were 
they not? 

Mr. Weapock: Oh, surely; each 
company bore its own expense. We 
didn’t undertake to furnish counsel for 
individual companies. All we did was 
have Mr. Baker act as sort of a general 
counsel—and argue the case. 

Rep. JENKINS: And your participa- 
tion in these cases was not vital. In other 
words, you didn’t have what we lawyers 
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call the laboring oar in any of these 
cases, did you? 

Mr. Weapock: No, sir. 

Rep. JENKINS: And you were not, 
or the persons that you employed, 
weren’t necessarily collaborating with 
the other attorneys, were they? 

Mr. Weapvock: They were cooper- 
ating upon questions of pleadings, and 
things of that type. 

Rep. JENKINS: They were only look- 
ing after the matters that you were in- 
terested in? 

Mr. Weapock: That is right. 

Rep. JENKINS: And I presume that 
the counsel for the individual company 
had the full authority over the case, and 
they could have dismissed the case or 
prosecuted the case whenever they 
pleased, regardless of your activity? 

Mr. Weapock: Absolutely, that was 
the main point, because we did not want 
to wish counsel upon an individual com- 
pany. All we tendered was Mr. Baker’s 
services to the individual companies. 

AcTING CHAIRMAN SCHWARTZ: As 
a general proposition, Mr. Baker and 
his assistants were directing the course 
of the boat, and the local attorneys were 
pulling the oar? 

Mr. Weapock: The local attorney 
had complete charge of each individual 
case, but had the advantage of the ad- 
vice and counsel of Mr. Baker’s firm, 
and Mr. Baker’s firm was scheduled to 
argue several cases in the Circuit Court 
of Appeals, and in the District Courts, 
and were prepared to argue in the Su- 
preme Court when Mr. Baker died. 

* * * 
The Case for Private Ownership 


Mr. Bipp_e: Would you look at page 
112 of the Bulletin entitled ““The Case 
for Private Ownership”* from which Mr. 
Kellogg has already testified, and read 
the very brief paragraphs on page 112 
entitled ““TVA Rates?” 

Mr. Weapock: I think that we have 
extra copies of this, and I would be very 
glad to let the Committee have them. 
(Reading) 

“TVA RATES 


“Question. Rates of the TVA are only 
half as much as the rates of privately owned 
electric utilities. 

“Answer. The TVA rates are political 
rates made without reference to cost. All the 
people of the United States are paying a 
large part of the bill of electric customers in 
a few TVA communities.” 


And the authority for that statement 
is Mr. Willkie, in a speech delivered 
“Who Pays the Bill.” 


“It is a case of the many being taxed for 
the benefit of a few, 
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“The TVA fails to pay expenses. In 1935 
the deficit on account of interest made up by 
the Treasury Department out of general 
funds amounted to 1% cents per kilowatt 
hour sold.” 

The authority for that statement is 
Mr. William M. Carpenter, “Hidden 
Costs at Muscle Shoals,” published in 
our Bulletin. 

“If these rates were imposed on the whole 
United States with no U. S. Treasury to fall 
back upon, all electric utilities; municipal and 
privately owned, would soon be bankrupt.” 

Mr. Buwpte: Is that. the material 
which is termed in your foreword of 
this pamphlet, an accurate presentation 
of the subject, which was used and sent 
to college debating societies so that they 
would have a fair view of it? 

Mr. WEapockK: Yes, sir. 

Mr. Bippte: I think that that is all. 


Why It Was Prepared 

Mr. Weapock: Now, just one min- 
ute, if I may, Mr. Chairman, I would 
like, in view of Mr. Biddle’s reference 
to this, to make a short explanation of 
what this really is. 

I think that you all have copies. 

We were requested by the National 
University Extension Committee on De- 
bate Material, an association which con- 
ducts annual debates throughout the high 
schools of the country, to furnish ma- 
terial for that debate upon our side of 
the question. This request was made in 
April, and we finally complied with it 
in September, hesitating in the mean- 
time to do so. This book represents a 
‘part of our presentation. 

SENATOR FRAziER: Where did you 
‘say the request came from? 

Mr. Weapock: From the National 
University Extension Committee on De- 
bate Material. 

The TVA was requested to supply 
material, and did do so, and after the 
‘TVA had supplied its material, we sup- 
plied ours. 

Rep. WoLvERTON: Why did you say 
you hesitated ? 

Mr. Weapock: Because under our 
purposes, we felt that it was not our 
duty to go into a school with informa- 
tion. We have been scrupulous to avoid 
any such action, and when the author- 
ities requested it, I submitted the mat- 
ter to the Board of Trustees, for their 
approval, before we did it. 

Rep. Wotverton: Well, I don’t 
know why any apology should be made 
or hesitancy in granting a request of that 
kind. You still have the right to ad- 
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vance different viewpoints in _ this 


country. 


Further Discussion of the Case 


Mr. Weapock: Now, if the Com- 
mittee would desire, I would be very 
glad to furnish the rules of the debate, 
and our written request to participate. 

Rep. JENKINS: I think that that 
ought to be produced, but will we get 
who is going to furnish us now with 
what the TVA produced in response to 
the same request. Will you do that, Mr. 
Counsel ? 

Mr. Bipp_e: We have a complete not 
only summary but all of the press re- 
leases of the TVA, available at any 
time, particularly in the yardstick ques- 
tion. 

Rep. JENKINS: I want to know with 
reference to this thing, you brought out 
this (Interscholastic) debate, and you 
inferred that it wasn’t exactly proper on 
their part. 

Mr. BippLe: We thought when we 
called the TVA witnesses we would con- 
front them with their releases in the same 
way, and produce them in evidence. 

Rep. JENKINS: Be sure that you do. 

Rep. WotvertTon: | don’t take from 
what you say, Mr. Biddle, that there 
is any impropriety in their having done 
so, as indicated by Mr. Jenkins? 

Mr. Bippte: That is a matter of 
judgment, and I would defer to the 
Committee in that. 

Mr. Weapock: If that is involved, 
I would be very glad to go into this, 
because I feel that there can be no con- 
scientious objection to what was done. 

Mr. Bippie: It didn’t seem to me 
that the statement in the bulletin,— 

Rep. WoLverTON: I don’t think that 
we need to have the judgment of the 
Committee. I thought that we could 
express our opinions in America. 

Mr. Bippte: I think that the ques- 
tion is whether that is a fair factual ex- 
pression of the facts, rather than a point 
of view which might be termed propa- 
ganda, and which the witness doesn’t 
think is unfair propaganda, and that is 
a matter for the considered judgment of 
the Committee, I should think. 

Rep. WoLverTON: That is the value 
of what they have given as facts, that 
is for the judgment of the Committee, 
but I would hate to see the Committee 
put in a position that it was deciding 
whether this constituted a right to ex- 
press a viewpoint. 

Mr. Biwpte: Certainly not. I think 
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that this Institute should express its 
viewpoint always, under any circum- 
stances, if done on a factual, fair basis, 

Rep. WoLvERTON : Well, Mr. Jenkins’ 
remarks indicated that you were offering 
it for that purpose, and I thought it was 
doing you an injustice to let the record 
stand on that. 

Mr. Bippte: I am very glad that you 
corrected that, and I appreciate that, and 
6f course the Institute ought to express 
its opinions under all circumstances, but 
I think it is interesting to know what the 
opinions are, and how they are based. 

Rep. JENKINS: Everybody knows that 
this wasn’t brought here to help this 
man’s testimony, it was brought here to 
confute him, rather than to assist him 
in any way. 

Mr. Weapock: It cannot be done on 
this question, because there isn’t any 
question that has ever been involved in 
this Institute with which we have taken 
more scrupulous action, and more hon- 
est action, and given more of the exact 
truth, and I want to call your attention 
to one thing, and this is from the an- 
nouncement of the Association which 
promotes these debates: 

“The question of the electric utilities will 
be brought directly into the public view as 
never before. It must be observed moreover 
that in every debate, both sides of the 
proposition will be urged.” 

And their request was for us to present, 
if you please, information upon the pri- 
vate side in contrast to the public side, 
and that is what those documents are. 

* * * 

Basis for Statement that TVA Rates 

are Political 

Mr. Bippie: Well, then, what basis 
is there for the statement (in The Case 
for Private Ownership) that TVA rates 
are political, made without reference to 
cost ? 

Mr. Weapock: Because they are, it 
is not possible to give the TVA rates as 
now in effect upon the basis required of 
an ordinary private operating public 
utility. 

Mr. Biwpte: Mr. Weadock, you say 
that the TVA rates are political rates, 
made without reference to costs, and 
what is the basis for your statement that 
no reference to costs was made by TVA? 

Mr. Weapock: Because they prac- 
tically say so in one of their reports, in 
their 1935 report. 


* * * 


Mr. Biwpte: Do you still stand by 
that statement, that the TVA rates are 
political, made without reference to cost? 

(Continued on page 552) 
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Highlights of Commercial Committee 


Activity for 1939 


By C. E. Greenwood 


Commercial Director, Edison Electric Institute 


HE Sales Committee for the pres- 
ent administrative year swung into 
action with a meeting at Cleve- 
land, on Nov. 15, at which Chairman 
Harris E. Dexter presided. On the 
previous day, several committees held 
their initial meetings for the administra- 
tive year, discussing questions of com- 
mon interest bearing on utility load 
building practices and policies, their con- 
flicting problems and procedure in solv- 
ing them. Out of these discussions plans 
of activity were crystallized for obtain- 
ing information that would prove of 
helpful service to the industry. 

There was a continuous note of opti- 
mism throughout the deliberations of the 
General Sales Committee. The prevail- 
ing spirit was that 1939 will be a better 
year and every effort will be made com- 
mercially to contribute to that end. 

No attempt in this article is made to 
give the complete work program of any 
one committee, but rather as the title 
implies, a brief insight into the thinking 
of each group. Following customary 
practice the National Promotional Pro- 
grams will be presented and distributed 
in printed Plan Books. An outline of 
committee activity follows: 


Air Conditioning (E. W. Gray, Chair- 


man ) 


The two Air Conditioning Commit- 
tees of last year for the study of the tech- 
nical and the promotional phases of air 
conditioning were merged into one this 
year, but both will receive due attention. 

Such subjects as three-phase supply to 
residences, capacities of room coolers, 
and the storage type of refrigeration are 
on the schedule of committee effort. The 
practice of central station companies 
vary in their policy of service supply. 
Some companies find it economically un- 
desirable to provide three-phase service 
in residential areas. Other companies 
that serve denser areas prefer three-phase 
service and supply it within certain 
limits. It appears impractical to attempt 
any standardized rulings for this reason, 
but a survey of thinking on this subject 
will be undertaken. ‘ 

It has been recognized that in large 


residences the condensing unit must be 
sized for peak conditions involving high 
occupancies at high outdoor tempera- 
tures, yet during many hours the load 
imposed on a condensing unit is much 
smaller and the unit operates for short 
periods only. A technical question arises 
for discussion as to the advisability 
of the installation of two machines, one 
to do the air conditioning job under 
average conditions with a second machine 
cutting in only as required. 

Room cooling is to be studied from 
the angle of rated capacity, which will 
be done jointly with the Air Condition- 
ing Manufacturers Association. Also 
this appears to be the time for consider- 
ing the desirability of national coordi- 
nated action for the promotion of room 
coolers. 

The committee has attempted in the 
past to collect statistical information on 
air conditioning installations for national 
publicity but the coverage was insufficient 
to project for the industry on any accu- 
rate basis. A completed Report form 
is now available and it is expected that 
with wide utility participation it will be 
possible to develop a basis for helpful 
statistical reports. 

The Committee plans a further study 
of competition of other fuels operating 
air conditioning systems. 


Lighting Sales Committee 
MUELLER, Chairman) 


AJ. E. 


Included in the seven projects which 
will gain the attention of the Lighting 
Sales Committee are the evaluating of 
sales operations, selling lighting to the 
lower revenue customer, the cooperative 
selling of lighting and air conditioning, 
a review of the status of highway light- 
ing and a study of the fluorescent lamp 
and its application. The question arises 
so many times of the value of the light- 
ing load, and how much it is economi- 
caly sound for the utility to expend to 
foster this class of business, that evalu- 
ating efforts on lighting sales operation 
becomes one which merits careful study. 
Naturally a broad viewpoint on this 
subject will prevail. 

The benefits of lighting and its appli- 


cation to the low income group of cus- 
tomers is of concern to all utility men 
and will be given the attention it de- 
serves. Likewise the cooperative selling 
of lighting and air conditioning and the 
right approach to the subject will pre- 
vent the selling-down of lighting by air 
conditioning groups. It sometimes oc- 
curs that the largest heating load in an 
establishment is the lighting load and 
air conditioning salesmen are too ready 
to recommend that the customer cut his 
wattage on lighting in order to limit the 
amount of cooling capacity. 

There have been interesting develop- 
ments in the field of highway lighting 
and the Lighting Sales Committee be- 
lieves this is the opportune time to pro- 
duce a report which will indicate the 
status of development in this field of 
lighting. Likewise the fluorescent lamp 
which has been the source of much curi- 
osity and of speculation will receive the 
attention of the committee. A close 
coordination will be followed through 
with the Lighting Service Committee of 
IES. 


Home Lighting Equipment Sales Com- 
mittee (F. §. Dewry, Chairman) 


Recognizing that there has been a lag 
in the manufacture and sale of light- 
ing equipment, especially for domestic 
application of fixtures, that will bring 
to the householder the high standards 
of illumination that have been impressed 
on the public mind by the Better Light- 
Better Sight Bureau, a new committee 
was organized this year for the promo- 
tion of equipment. This will include 
IES and other portables, fixtures and 
Mazda lamps. 

A Plan Book for the activity will be 
distributed shortly which will contain 
tested selling plans of utility companies. 
This project was discussed in an earlier 
article of the BULLETIN and _ refer- 
ence to the Plan Book will indicate 
clearly the objectives of the committee. 
Every reader of the BULLETIN inter- 
ested in lighting promotion is urged to 
obtain a copy. There are two points in 
the Plan Book which merit re-emphasis. 
The general purpose of the program is 
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co advance and promote the idea of all- 
year-round selling of lighting equipment. 
On the other hand there will be two 
periods suggested over the year for in- 
tensive campaigns. One of these will be 
in February and March, and a second 
in October and November of 1939. 

The slogan of the activity is ENJOY 
BETTER LIGHT TONIGHT which expresses 
the message that the committee wants 
to accompany every sale. 


Industrial Power and Heating Commit- 
tee (J. F. Gask1L., Chairman) 

Continuity in the membership of this 
committee is matched with continuity of 
its program. Recently a report on Load 
Availability for Central Stations in Oil 
Refineries, an item of last year’s pro- 
gram, was printed and distributed. A 
report on Electric Melting Furnaces has 
been moved forward to the point that 
publication can be expected within the 
early part of 1939. 

A feature of the Power Committee’s 
program has been its study of Diesel and 
gas engines. Information on case histor- 
ies has been obtained on this subject, 
making it possible to ultimately issue a 
report on Diesel Engine Competition. 

Again in 1939 two or more sessions 
of the General Sales Conference will be 
devoted to power subjects. The commit- 
tee is working on a program which will 
stimulate interest in attendance and 
should be a helpful addition to industrial 
power and heating information. 


Electric Refrigeration Committee (J. F. 
Porter, Jr., Chairman) 

There are certain questions that con- 
front today the commercial men in con- 
nection with load development through 
household refrigeration to which the 
Committee will give early attention. 
Outstanding among these are the sub- 
jects of replace.nent, saturation, trade- 
ins, competition and the like. It is pro- 
posed that informative data on these sub- 
jects be obtained from a survey of the 
field to be used as a basis of guiding 
sales policies. 

Another important item is the financ- 
ing of refrigerator sales, particularly 
the merits of the meter-plan. Some com- 
panies have been able to hurdle the 


downward trend of refrigerator sales for - 


the past year by making it easy and 
convenient for the customer to pay for a 
refrigerator through the meter plan. The 
findings from the surveys will appear in 
interim reports of the committee. 

Attention this year will be given like- 
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wise to the study of commercial refrig- 
eration in addition to domestic. 


Electric Cooking Committee (R. B. 


Roserts, Chairman) 


Unavoidable circumstances have pre- 
vented the Cooking Committee from 
meeting, but the Chairman has outlined 
a fact-finding program hitting on the 
outstanding phases of range promotion. 
The importance of the more rapid de- 
velopment of electric cooking with spe- 
cial emphasis on ways and means for 
bringing down costs of wiring will be 
an important point for discussion. Also 
on the program are competitive fuels 
and the further acceptance of electric 
cooking in public projects. 

Another new study scheduled is the 
use of electric cooking for instruction in 
Home Economics courses. 


Electric Water Heating Committee (G. 
C. Kino, Chairman) 


In general the program on water 
heating is to study sales opportunities 
and sales handicaps and to explore the 
further possibilities of applications which 
will tend to widen the popularity of 
the service. The campaigns operated 
through the Modern Kitchen Bureau on 
water heating, along the lines of range 
promotion, cover specific promotion. 

Consideration will be given to all 
principal classes of electric water heat- 
ing service supplied by two types of 
heaters—storage and small non-pressure 
heaters. The committee points out that 
one of the handicaps to the more gen- 
eral sale of storage heaters is the length 
of the charging period and the need for 
increase in the charging hours. As there 
is very little uniformity in the heater 
specifications as adapted by various util- 
ity companies, there is need for a study 
to determine the combination of factors 
most satisfactory on their given oper- 
ating conditions. Thus, in addition to 
the length of charging period, considera- 
tion will be given to tank capacity, watt- 
age, number of elements, and on and off- 
peak operation. This will require a re- 
view and check-up by individual com- 
panies. 

Several utilities are now obtaining 
satisfactory results in service from non- 
pressure heaters in both commercial and 
residential service and this experience 
will be compiled for a report of the com- 
mittee. 

To indicate the detail of the proposed 
study, the outline of subjects to be in- 
cluded under Sales Development are 
electric water heating for low income 
customers, for renters, water heating ser- 
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vice without off-peak control and for 
use in hard water areas; selling the 
builder and architect; the customer’s 
reason for buying; non-pressure water 
heaters for commercial customers and 
for farm homes; low wattage and 
long charging periods. The motivating 
thought of the committee is that experi- 
ence is the best teacher. 


Dealer Coordination (S. P. VECKER, 
Chairman) 


The subject of dealer participation in 
appliance promotion is ever new. Over 
the last decade there has been marked 
growth in the number and in the 
strength of the dealer group. Depart- 
ment, furniture and hardware stores 
have become prominently identified with 
the distribution of electrical equipment. 
It is estimated that no more than 15 
per cent of the total volume of house- 
hold appliance sales will be sold by the 
utilities in 1938. 

There are numerous methods em- 
ployed for utility-dealer participation in 
sales promotion. The Dealer Coordina- 
tion Committee will collect and make a 
general review and evaluation of the 
plans now in existence. An early meet- 
ing of the committee to outline details is 
anticipated. 


Sales (Don 


Promotion Committee 
Parry, Chairman) 


Many have sensed the need of a com- 
mittee on advertising and sales promo- 
tion to supplement the good work that 
is being accomplished by the Public Util- 
ities Advertising Association. A tie-in 
with that work, and a review and study 
of our commercial advertising by a 
group of advertising men has been 
deemed essential. 

Unavoidable delay in organization has 
prevented a meeting of this committee 
at time of writing, but it is expected 
that this committee can make a distinct 
contribution to our promotional efforts. 


Wiring ‘Committee (E. A. . Branp, 
Chairman) 


This is to be an important year in 
wiring development. The Adequate 
Wiring Bureau, on which the Institute 
has two representatives—Messrs. C. A. 
Eastman and H. E. Dexter—is achiev- 
ing effective results in wiring promotion 
so that the Wiring Committee’s con- 
sideration along these lines will be with 
the objective of removing handicaps to 
more adequate wiring. 

Circular 56, Standards for Electric 
Service of the National Bureau of Stand- 
ards is up for revision and the commit- 
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tee is taking under advisement proposed 
revisions for inclusion of modern meth- 


ods and materials. One of the great 
needs of the times is the dissemination 
of accurate and up-to-date information 
on new wiring materials and methods 
(for both new buildings and remodeling 
of existing structures) to utility com- 
panies, and through them to contractors, 
inspectors and others, together with in- 
formation to interest utilities in the Code 
changes proposed by our Light and 
Power Group. To this end the Wiring 
Committee plans a Commercial and In- 
dustrial Building Re-wiring Folder. 
This will contain factual information 
indicating what steps may be taken in 
modernizing wiring systems in existing 
commercial and industrial structures em- 
ploying raceway systems. It is general 
experience that conduits in buildings are 
now so loaded that additional capacities 
cannot be installed if the usual wiring 
methods and materials are employed. 

Other folders will be prepared on 
residence wiring promotion. This series 
of leaflets is contemplated to tell the 
story in detail of successful residence 
wiring promotions and to supply infor- 
mation on new wiring materials and 
methods. The leaflets will be issued from 
time to time during the year as material 
becomes available. 


Sales Training Committee (C. A. 
EAsTMAN, Chairman) 


It is of general interest that a special 
committee of sales executives has been 
appointed by Chairman Dexter of the 
General Sales Committee to take under 
advisement all important requirements 
of sales training together with ways and 
means of producing Courses in Sales 
Training. C. A. Eastman of Ebasco 
Services, Inc., is Chairman of this com- 
mittee and as a preliminary move is 
obtaining a survey of utility needs. 

There have been no_ educational 
courses offered by the Institute and it 
is expected that within the next few 
months a general outline of the possi- 
bilities will be available. 


Electric Water Systems Council (H. J. 
GALLAGHER, Chairman) 


The Council will start its sixth year 
of coordinated promotion with a new 
line of promotional pieces for distribu- 
tion. The Plan Book will combine both 
the outline of activity and informative 
data on water systems and their installa- 
tion for the benefit of the sales people 
of both utility and dealer. The con- 
sumer booklet of which more than 


300,000 have already been distributed 


is to be revised with new dress and new 
appeal. The present film, Life in the 
Country, is to be available at reduction 
in price. It is worthy of comment that 
for the first ten months of 1938 there 
was but 15 per cent drop in the sale of 
electric water systems over the previous 
year, and the pick-up has been so marked 
in past weeks that it is estimated that the 
complete year will show equivalent sales 
to the 1937 output. 

Further details will appear in a later 
issue of the BULLETIN. 


Commercial Electric Cooking Council 


(P. M. AtpEn, Chairman) 


There was satisfactory distribution of 
the direct mail pieces produced by the 
Council last year to support the gen- 
eral message contained in the Plan 
Book. There were several thousand 
mailed to prospects for electrical equip- 
ment through local utility companies. 

The National Conference on Com- 
mercial Cooking sponsored by the Coun- 
cil during the period of the National 
Restaurant Association Convention was 
even more successful than the first one 
called in 1937. The President of the 
Food Service Equipment Association 
was a speaker. It is also of interest that 
a speaker on the subject of electricity in 
the restaurant appeared on the program 
of the National Restaurant Association, 
a gratifying indication of cooperation 
between the two groups. 

For 1939 there will be further pro- 
duction of mailing pieces. A new con- 
sumer piece, the Penny booklet, carrying 
an important message of low cost of 
electrically cooked food is now being 
distributed. 

It is planned to publish starting Feb- 
ruary, 1939, a monthly News Bulletin 
to the trade. In order to assist in secur- 
ing material for this bulletin utility and 
dealer employees will be paid $10 each 
for accepted articles on electric installa- 
tions for commercial cooking. These Bul- 
letins will be available in quantities for 
use of local utility companies at cost, 
and it is hoped that there will be many 
thousands distributed locally, monthly, in 
this manner. Another feature of the pro- 
gram will be the production of a Sales 
Training Booklet which will deal with 
the fundamentals of successful restaurant 
operation and stress the financial phases 
of the business in order that the sales- 
man can talk his service from the con- 
sumer viewpoint. 


Better Light-Better Sight Bureau (C. A. 
EastMAN, Chairman) 


Another organized program starting 
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its sixth year is Better Light-Better 
Sight. In past years national organiza- 
tion has been perfected and extensive 
national promotion carried through, and 
the Bureau is convinced that these social 
and educational aspects must be carried 
on. There is recognition of the vital 
need for re-selling the benefits of good 
lighting. Perhaps this is the more im- 
portant and opportune because of the 
more efficient lighting methods which are 
imminent. 

The Better Light-Better Sight Bu- 
reau will strengthen its contacts with 
other groups having a basic interest in 
light for seeing and develop material 
to forward its purpose. Better Light- 
Better Sight News is to be continued 
in 1939 and it is expected that circula- 
tion will be increased and the usefulness 
of the publication strengthened. 

Although appreciation of the impor- 
tance of the sale of lamps and proper 
lamp wattages, together with other 
lighting equipment which will make pos- 
sible the application of the lighting 
principles promoted by the Bureau, it 
has been concluded that it is inadvisable 
to emphasize in any way the commercial 
aspects. The new committee on Home 
Lighting Equipment Sales which has 
been set-up in the Institute will under- 
take this phase of promotion and co- 
ordinate where necessary with the Bet- 
ter Light-Better Sight Bureau. 


Modern Kitchen Bureau (G. E. Wuir- 
WELL, Chairman) 


The power of coordinated industry 
action is again shown in the results of 
promotion by the Modern Kitchen Bu- 
reau. The output of electric ranges 
dropped less than other equipment in 
1938 as a result of national and local 
coordinated advertising. The last con- 
centration on range selling was in Octo- 
ber carried forward under the banner 
of Discovery Month. A quota was set 
by the Bureau of 30,000 ranges and 
8,000 water heaters. Quotas were as- 
signed to all Regional Directors. There 
were weekly mailings during the month 
of October, the first being a Plan Book 
outlining the details of the monthly 
campaign which was followed by three 
announcement folders. An innovation 
was the conducting of a mailing cam- 
paign to reach range dealers. There were 
three mailings to some 27,000 of them. 

In the Water Heater Program two 
mailings were made to utilities and two 
were made to more than 14,000 water 
heater dealers. Although the quotas set 
were not reached the totals were so close 
(Continued on page 552) 
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Committees, 1938-1939 


GENERAL SALES COMMITTEE 


Chairman, H. E. Dexter, Central 
Hudson Gas & Electric Corp., 
Poughkeepsie, N. Y. 

P. M. A.pen, Philadelphia Electric 
Co., Philadelphia, Pa. 

E. A. Brann, Buffalo Niagara & East- 
ern Power Corp., Buffalo, N. Y. 
A. A. Brown, Oklahoma Gas & Elec- 

tric Co., Oklahoma City, Okla. 

F. A. Corrin, Wisconsin Electric 
Power Co., Milwaukee, Wis. 

C. A. Coiuier, Georgia Power Co., 
Atlanta, Ga. 

R. D. Cutter, The Hartford Electric 
Light Co., Hartford, Conn. 

J. Dantets, Boston Edison Co., Bos- 
ton, Mass. 

J. E. Davinson, Nebraska Power Co., 
Omaha, Nebr. 

D. M. DeBarp, Stone & Webster Ser- 
vice Corp., New York, N. Y. 

F. S$. Dewey, The Cincinnati Gas & 
Electric Co., Cincinnati, Ohio. 

C. A. Eastman, Ebasco Services Incor- 
porated, New York, N. Y. 

R. E. FisHer, Pacific Gas and Electric 
Co., San Francisco, Calif. 

J. F. Gasxritt, Philadelphia Electric 
Co., Philadelphia, Pa. 

E. W. Gray, Oklahoma Gas & Elec- 
tric Co., Oklahoma City, Okla. 

E. F. Jerre, Consolidated Edison Co. 
of New York, Inc., New York, N. Y. 

G. C. Kine, Brockton Edison Co., 
Brockton, Mass. 

C. E. Micuer, Union Electric Co. of 
Missouri, St. Louis, Mo. 

G. E. Mitter, The Cleveland Electric 
Illuminating Co., Cleveland, Ohio. 
J. E. MuELveEr, West Penn Power Co., 

Pittsburgh, Pa. 

Don Parry, The Hartford Electric 
Light Company, Hartford, Conn. 

J. F. Porter, Jr., Kansas City Power 
& Light Co., Kansas City, Mo. 

P. H. Powers, West Penn Power Co., 
Pittsburgh, Pa. 

R. B. Roserts, Florida Power & Light 
Co., Miami, Fla. 

W. H. Sammis, The Commonwealth & 
Southern Corp., New York, N. Y. 
H. M. Sawyer, American Gas & Elec- 

tric Co., New York, N. Y. 

M. E. Skinner, Buffalo Niagara & 
Eastern Power Corp., Buffalo, N. Y. 

H. P. J. Sremnmetz, Public Service 

Electric & Gas Co., Newark, N. J. 


R. H. Tittman, Consolidated Gas, 
Electric Light & Power Co., Balti- 
more, Md. 

S. P. Vecker, Carolina Power & Light 
Co., Raleigh, N. C. 

G. E. Wuitwe.t., Philadelphia Elec- 
tric Co., Philadelphia, Pa. 

H. E. Younc, Northern States Power 
Co., Minneapolis, Minn. 





C. E. GrEeENwoop, Commercial Direc- 
tor, Edison Electric Institute, New 


York, N. Y. 





AIR CONDITIONING COMMITTEE 


To give consideration to the technical de- 
velopments of equipment and its effect on 
utility lines; to survey progress in develop- 
ment of this class of service in home, com- 
merce and industry; to study the possibili- 
ties of Room Cooling with portable appara- 
tus and its application in offices and homes; 
to consider the development of quarterly sta- 
tistical information on sales progress. 


Chairman, E. W. Gray, Oklahoma 
Gas & Electric Co., Oklahoma City, 
Okla. 

E. A. Freunp, Union Electric Co. of 
Missouri, St. Louis, Mo. 

E. M. JorGENsEn, Central Arizona 
Light & Power Co., Phoenix, Ariz. 
G. L. MacGrecor, Dallas Power & 

Light Co., Dallas, Texas. 

A. D. Marston, Kansas City Power & 
Light Co., Kansas City, Mo. 

H. H. Martner, Philadelphia Electric 
Co., Philadelphia, Pa. 

C. H. RANbDoLPH, Wisconsin Electric 
Power Co., Milwaukee, Wis.. 

S. S. SanForD, The Detroit Edison Co., 
Detroit, Mich. 

R. H. Ten Eycx, Consolidated Edi- 
son Co. of New York, Inc., New 
York, N. Y. 





DEALER COORDINATION 
COMMITTEE 
To report on merchandising trends among 
electric utility companies; to appraise the re- 
sults of various promotional practices for 
producing sales of household equipment; to 
study the comparative effectiveness of trade 
outlets, and to encourage the idea of local 
utility-dealer coordination in load building 
effort. 
Chairman, S. P. Vecker, Carolina 
Power & Light Co., Raleigh, N. C. 
W. L. Berry, Union Electric Co. of 
Missouri, St. Louis, Mo. 
A. A. Brown, Oklahoma Gas & Elec- 
tric Co., Oklahoma City, Okla. 





O. R. Dorrr, Pacific Gas and Electric 
Co., San Francisco, Cal. 

E. J. Firz Geratp, Niagara Hudson 
Power Corp., New York, N. Y. 

Lewis A. Lewis, The Washington 
Water Power Co., Spokane, Wash. 

F. H. McCuttoucnH, Kansas Gas & 
Electric Co., Wichita, Kan. 
J. E. Nortu, The Cleveland Electric 
Illuminating Co., Cleveland, Ohio. 
D. R. Smiru, Consolidated Gas, Elec- 
tric Light and Power Co., Baltimore, 
Md. 

Wetts M. Stantey, Alabama Power 
Co., Birmingham, Ala. 

W. M. Watsu, The Connecticut Light 
& Power Co., Hartford, Conn. 





ELECTRIC COOKING COMMITTEE 


To give consideration to the broad aspects 
of electricity as a cooking fuel as applied to 
the range and also to the roaster and other 
table cookery devices; to make market studies 
if essential; to study sales methods and 
handicaps to promotion, together with ser- 
vice and maintenance costs. 


Chairman, R. B. Roserts, Florida 
Power & Light Co., Miami, Fla. 

F. A. Corrin, Wisconsin Electric 
Power Co., Milwaukee, Wis. 

L. R. Parker, The Commonwealth & 
Southern Corp., New York, N. Y. 
W. ScuminT, Buffalo Niagara & East- 
,ern Power Corp., Buffalo, N. Y. 

J. M. Strepman, Pennsylvania Power 
& Light Co., Allentown, Pa. 





ELECTRIC REFRIGERATION 
COMMITTEE 
To develop data on present progress, and 
on future opportunities for sales of domestic 
type refrigerators, including study of satura- 
tions and replacements; to investigate pres- 
ent sales methods and their effectiveness; the 
use of daily payment plan requiring only 
small denomination coins, and to make 
recommendations for obtaining and holding 
this important class of business. 

Chairman, J. F. Porter, Jr., Kansas 
City Power & Light Co., Kansas 
City, Mo. 

R. C. Geppert, Nebraska Power Co., 
Omaha, Neb. 

O. M. Jackson, Georgia Power Co., 
Atlanta, Ga. 

H. E. Meapr, New Orleans Public 
Service Inc., New Orleans, La. 

G. B. RicHarpson, Texas Power & 
Light Co., Dallas, Texas. 

B. A. SErpLe, Jersey Central Power & 

Light Co., Asbury Park, N. J. 
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ELECTRIC WATER HEATING 
COMMITTEE 


To study sales opportunities and sales 
handicaps to electric water heating service; 
to explore the further possibility of applica- 
tions which will tend to widen the popularity 
of this service, and to survey present status 
and trends in competition. 


Chairman, G. C. Kino, Brockton Edi- 
son Co., Brockton, Mass. 

R. S. Bett, The Commonwealth & 
Southern Corp., New York, N. Y. 

T. M. Futrorp, Virginia Electric & 
Power Co., Richmond, Va. 

R. E. Gate, Idaho Power Co., Boise, 
Idaho. 

PATRICK JOHNSON, Puget Sound Power 
& Light Co., Seattle, Wash. 

A. V. S. Linpstey, The Connecticut 
Light & Power Co., Hartford, Conn. 

A. Monty, Philadelphia Electric Co., 
Philadelphia, Pa. 

L. F. Rrzcer, Gulf States Utilities Co.. 
Beaumont, Texas. 

D. E. Stuttz, Potomac Edison Co., 
Hagerstown, Md. 

C. M. Turner, Ebasco Services Incor- 
porated, New York, N. Y. 


HOME LIGHTING EQUIPMENT 
SALES COMMITTEE 

A committee organized primarily to de- 
velop a National activity on lighting equip- 
ment. Incidental to the program, the com- 
mittee to make an analysis of local market 
possibilities; to encourage the adequate and 
consistent training of retail sales people; to 
stimulate local dealer interest in the sale 
of more and better lighting equipment and 
to provide for consumer education in its 
numerous forms. 


Chairman, Frev §. Dewey, The Cin- 
cinnati Gas & Electric Co., Cincin- 
nati, Ohio. 

C. T. BAKEMAN, Puget Sound Power 
& Light Co., Seattle, Wash. 

R. S. Bett, The Commonwealth & 
Southern Corp., New York, N. Y. 
C. A. Coxiter, Georgia Power Co., 

Atlanta, Ga. 

J. M. Daty, Central New York Power 
Corp., Syracuse, N. Y. 

H. H. Dinkins, Jr., Ebasco Services 
Incorporated, New York, N. Y. 

H. A. Keys, Public Utility Engineering 
& Service Corp., Chicago, III. 

L. R. Lestiz, Delaware Power & Light 
Co., Wilmington, Del. 

G. L. MacGrecor, Dallas Power & 
Light Co., Dallas Texas. 

W. E. McCrerry, Blackstone Valley 
Gas & Electric Co., Pawtucket, R. I. 

D.S. MEtvin, Consolidated Edison Co. 
of New York, Inc., New York, N. Y. 

G. W. MILLIKEN, Southern Colorado 
Power Co., Pueblo, Colo. 

J. F. Porter, Jr., Kansas City Power 
& Light Co., Kansas City, Mo. 
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Harry ReEstorski, West Penn Power 
Co., Pittsburgh, Pa. 

C. A. Stevens, Public Service Electric 
& Gas Co., Newark, N. J. 


G. R. TruMBULL, Edison Electric In- 
stitute, New York, N. Y. 


WIRING COMMITTEE 


To collect and make available information 
on the development of wiring materials and 
of wiring practices; to keep informed on 
Code practices and Code changes; and to 
add to such technical studies consideration of 
ways and means for more rapid progress 
in the sale of adequate wiring in the 
Domestic, Commercial and Industrial fields. 


Chairman, E. <A. Branp, Buffalo 
Niagara & Eastern Power Corp., 
Buffalo, N. Y. 

O. K. CoLemMan, American Gas & 
Electric Co., New York, N. Y. 

F. E. Davis, Consumers Power Co., 
Jackson, Mich. ; 

G. W. Hart, Ebasco Services Incor- 
porated, New York, N. Y. 

G. E. Miter, The Cleveland Electric 
Illuminating Co., Cleveland, Ohio. 
Harry Restorski, West Penn Power 

Co., Pittsburgh, Pa. 

H. L. TuHomson, The Hartford Elec- 
tric Light Co., Hartford, Conn. 

W. C. Wacner, Philadelphia Electric 
Co., Philadelphia, Pa. 


SALES PROMOTION COMMITTEE 

To study the most effective methods of 
presenting to the public through advertising 
and promotion the story of what electricity 
and electrical appliances can do; to co- 
ordinate with Public Utilities Advertising 
Association in its promotion of better news- 
paper copy and sales campaign material; to 
ascertain the demand for syndicated direct- 
by-mail and other promotional material and 
take under advisement the offering of such 
service through our Association; to advise on 
advertising copy and advertising practices. 


Chairman, Don Parry, The Hartford 
Electric Light Co., Hartford, Conn. 

S. J. Baturncer, San Antonio Public 
Service Co., San Antonio, Texas. 

H. P. Mecarcer, American Gas & 
Electric Service Corp, New York, 
N. Y. 

H. S. Metcatre, West Penn Power 
Co., Pittsburgh, Pa. 

Henry OBERMEYER, Consolidated Edi- 
son Co. of New York, Inc., New 
York, N. Y. 

R. F. Passt, Ebasco Services Incor- 
porated, New York, N. Y. 


INDUSTRIAL POWER AND 
HEATING COMMITTEE 
To study the commercial and industrial 
applications of electric power particularly in 
the “competitive” class; to prepare interim 
reports on any special power or heating 
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loads that may merit such consideration; to 
advise on questions of advertising or sell- 
ing of Purchased power; to be alert to new 
developments in equipment that may affect 
progress in load building in this field of 
effort. 

Chairman, J. F. GAskiLt, Philadelphia 
Electric Co., Philadelphia, Pa. 

Frank Austin, Houston Lighting & 
Power Co., Houston, Texas. 

H. W. Bay, Public Service Electric & 
Gas Co., Newark, N. J. 

Tuomas Burns, American Gas & 
Electric Service Corp., New York, 
MN. ¥. 

J. H. Coates, Ebasco Services Incor- 
porated, New York, N. Y. 

EarL KAVANAUGH, The Detroit Edison 
Co., Detroit, Mich. 
F. McQuiLiLin, West 
Co., Pittsburgh, Pa. 
G. E. Mitier, The Cleveland Electric 
Illuminating Co., Cleveland, Ohio. 
H. C. MitTcHeE tt, Consolidated Edison 
Co. of New York, Inc., New York, 

N. Y. 

C. H. Purpy, Consumers Power Co., 
Jackson, Mich. 

CHARLES SNYDER, Monongahela West 
Penn Public Service Co., Fairmont, 
W. Va. 

W. H. Srueve, Oklahoma Gas & 
Electric Co., Oklahoma City, Okla. 

C. P. Yoprr, Buffalo Niagara & East- 
ern Power Corp., Buffalo, N. Y. 


Penn Power 


LIGHTING SALES COMMITTEE 
To make effective the principles pro- 
mulgated in Better Light-Better Sight in all 
classifications of our business; to investigate 
new lighting practices and develop informa- 
tion on local sales methods outstanding in 
results; to make a study of the status of 

Highway Lighting and any recommendations 

desired for its further extension, and to pre- 

pare such reports on lighting promotion that 
will meet a demand by the utilities. 

Chairman, J. E. MUELLER, West Penn 
Power Co., Pittsburgh, Pa. 

W. J. Amoss, New Orleans Public 
Service Inc., New Orleans, La. 

C. T. Bremicker, Northern States 
Power Co., Minneapolis, Minn. 

Harry Curtis, The Tennessee Elec- 
tric Power Co., Chattanooga, Tenn. 

I. L. ILtinc, Wisconsin Electric Power 
Co., Milwaukee, Wis. 

Paut MAnNcHEsTER, Blackstone Val- 
ley Gas & Electric Co., Pawtucket, 
s 

H. M. SuHarp, Buffalo Niagara & East- 
ern Power Corp., Buffalo, N. Y. 

W. A. Stannard, Consumers Power Co., 
Jackson, Mich. 

M. N. WATERMAN, Central Hudson 
Gas & Electric Corp., Poughkeepsie, 
N.Y. 
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Problems in Accounting 
(Continued from page 516) 


industry, which all agree has not 
reached a static condition by far, the 
problem can be solved, I am sure, over 
a reasonable number of years, but no 
one solution will probably fit all con- 
ditions. The solution, therefore, would 
seem to depend upon the facts and cir- 
cumstances in each individual case. 

In concluding this phase, let me urge 
you again, and most sincerely, to know 
and understand the depreciation prob- 
lems of your company. There is no 
other single phase of public utility ac- 


. counting and finance which is so im- 


portant at the present time. 

Now that the tumult and the shout- 
ing have died, it may be safe to venture 
a word about original cost. Public utili- 
ties, as defined by the Federal Power 
Act, are required to submit original cost 
studies by the end of this year. The 
progress being made in these studies is 
generally quite gratifying. The Com- 
mission now has a Division of Original 
Cost, consisting of accountants and engi- 
neers who will make field investigations 
of company studies. Public utilities are 
urged to get their studies in early to 
the end that we may make the necessary 
investigations and get this important 
matter behind us with the least possible 
delay and expense. 

It is my lot very frequently to attend 
meetings of other professional bodies 
where accounting and accountants have 
been the subject of a great deal of 
criticism. Thus it is a commonplace 
occurrence for economists to say that the 
principles of accounting are immature 
and of no benefit, and the lawyers are 
prone to say that accounting is worth- 
while only to the extent it follows the 
theories of the law. Both are wrong. 
Accounting has come into its own and 
its principles are not dependent and 
should not be dependent upon any other 
art or science. 

I have been studying economics, in 
and out of school, for many years and 
have attended many meetings of the 
American Economic Association, of 
which I am a member. I respect, admire 
and enjoy the science of economics, but 
that science should not control account- 
ing principles and any attempt to do 
so in a major way will indubitably re- 
sult in disaster. Economics will help the 
accountant tremendously as economics 
but not as accounting. Thus the knowl- 
edge of public utility economics should 
be of immense benefit to the auditor 
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ComMPARISON OF COMPANIES UsING THE VARIOUS METHODS OF DEPRECIATION 
AND THE EXTENT AND AMOUNT OF THEIR DEPRECIATION IN 
RESPECT TO THEIR ELEcTRIC PLANT ACCOUNTS 





Total % of Electric 
Number Electric Depreciation 
of Depreciation Reserve to 

Companies Electric Plant Reserve Electric Plant 
% of Classesof Prop. 6 5.0% $ 44,288,007 8% $ 8,927,751 20.16 
Composite % ..... 15 12.4 738,668,139 13.8 144,277,247 19.53 
% of Revenue .... 8 6.6 999,845,309 18.7 135,169,530 13.52 
Revenue less Mtce . 19 15.7 363,470,592 6.8 48,295,129 13.29 
Mills per Kwhr ... 1 38 36,585,952 of 4,601,488 12.58 
Sinking Fund ..... 7 5.8 215,428,318 4.0 30,274,665 14.05 
Combination ...... 6 5.0 353,820,178 6.6 50,715,578 14.33 
Comm. orders, etc.. 6 5.0 394,017,650 7.3 41,867,336 10.63 
Ce, eee 43 35.5 2,109,803,311 39.4 153,819,812 7.29 
Wot Stated .......«: 10 8.2 101,803,291 1.9 16,843,610 16.55 
121 100.0% $5,357,730,747 100.0% $634,792,146 11.85 








examining the books of public utilities; 
a knowledge of merchandising of great 
benefit to the department store auditor; 
a knowledge of the location and mar- 
keting of natural resources a real help 
to the coal mine accountant; a knowl- 
edge of money and banking of real as- 
sistance to the auditor of a bank. I 
would be the last person to discourage 
the study of economics by accountants— 
in fact quite the reverse is true. But to 
repeat, the study should be of economics 
as economics and not economics mas- 
querading as accounting. 

Accounting is a noble profession—I 
beg of you, do not sacrifice its principles 
without knowing well the effect of what 
you do. Remember Paciolo wrote all 
that was to be known about accounting 
long before Adam Smith wrote all there 
was to be known about economics. Re- 
member that the chief criticisms of ac- 
counting have their sources in changing 
price levels and business cycles. These 
matters belong to the realm of the econ- 
omist. When the homo economious 
solves these problems, his criticisms of 
accounting will largely disappear into 
thin air. 

Let me urge you again, guard your 
heritage well for it is a valuable one. 

Due to my pedagogical training, per- 
haps, I like to revert every once in a 
while to the conception that account- 
ing is a social science. If financial trans- 
actions serve society, then accounting 
serves too, for financial transactions 
have their roots and foundations in ac- 
counting statements. All of us, I am 
sure, have seen large sums of money 
change hands, based upon accounting 
studies. It is no idle thought to say that 
the statements you prepare influence, 
even decide, financial transactions by 
persons wholly unknown to you and re- 
mote from your places of labor. I some- 
times marvel at the faith which is ac- 


corded statements prepared by account- 
ants. I marvel because I know how 
easy it is—just a few strokes of the pen 
—to change a woeful looking statement 
into one having the appearance of pros- 
perity. 

This confidence and trust of the pub- 
lic naturally carries with it tremendous 
social responsibilities. In a sense, we are 
charged with a public trust over which 
we must ever be watchful. To restate 
Plato, knowledge and courage are the 
stuff of which accountants should be 
made. It gives me great pleasure to say 
that in some twenty years of association 
with public and private accountants, I 
have seen many fine examples of the 
proper blending of these attributes. 


Simplification of Reports 
(Continued from page 511) 


constant willingness to present our prob- 
lems and to discuss our difficulties in- 
formally, to the end that reports and 
regulations can be made as simple as pos- 
sible. Fortunately, some of the commis- 
sions and their staffs appear to appreciate 
the dangers of “arm chair” regulation, 
and to recognize the need for closer con- 
tacts and better understanding of the 
practical problems in the field. Thus, 
as a matter of self-interest, and in the 
broader interest of practical rather than 
theoretical regulation, we should take 
every opportunity to cooperate with gov- 
ernmental agencies in developing their 
administrative processes along simple, 
practical lines. 

These efforts should be directed not 
only towards Federal agencies, where op- 
portunities have recently been presented, 
but towards state agencies as well, where 
the growing burden of reports shows the 
need for simplification and for coordina- 
tion with Federal requirements. 
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Federal and State Regulation, and 


Management Attitudes 
(Continued from page 514) 


The added responsibilities with which 


‘regulatory agencies are charged are 


matched by added responsibilities for 
management. The greater reach of com- 
mission powers required more informa- 
tion about your industries and their 
operations than formerly. Also these 
data need to be arranged and set forth 
in an informative manner if they are to 
form a basis for reasonable and construc- 
tive commission action and a basis for 
intelligent opinions on the part of the 
investing and consuming public. For 
management to meet this responsibility, 
it seems to me necessary to be continually 
alert and to investigate and analyze the 
objectives of new regulations. 

I do not expect that conflicts of inter- 
est and differences of opinion, either as 
to aims or methods will disappear. That 
millennium, if it be one, which I doubt, 
is not “around the corner.” Grant that 
past differences of opinion will continue, 
and perhaps become more violent, does it 
then follow that each party should go its 
own way and “never the twain shall 
meet”? I do not think so. Despite 
ardent differences of opinion, I believe 
there is room at least for consultation on 
technical questions of fact and techniques 
of getting facts. Even though we agree 
to disagree, consultation on some matters 
affords a beneficial opportunity for a 
mutual understanding of differing points 
of view. We have proceeded on this 
theory in the works of our Committee 
on Statistics and Accounts. 

Especially in the field of joint regula- 
tion, the potentialities of conflicting re- 
quirements suggest a need for some de- 
gree of consultation and forbearance. I 
can only see added inconvenience and ex- 
pense for management if conflicting re- 
quirments on major questions were al- 
lowed to develop. Likewise on the 
regulatory side of the fence disunion 
breeds weakness. The only remedy with- 
in my view is forbearance by all parties 
and a deliberate attempt to cultivate na- 


_ tional uniformity where local interests 


do not predominate. At the same time it 
should be recognized that an effective na- 
tional standard will and should be more 
exacting than the most lenient of varying 
local standards. A leveling upward 
process is inevitable. 

In one respect management and regu- 
lation are in the same boat. They are 
both constantly before the bar of public 


opinion. Commissions must reckon with 
the public impression as to whether regu- 
lation is “delivering the goods.” Similar- 
ly, utilities should be concerned with 
their public relations, and management 
which is more obstructive than compliant 
should expect to reap the consequences 
of public demand for more stringent reg- 
ulation or for public ownership. For 
this reason a disposition to make joint 
state-Federal regulation work effectively 
in the public interest takes on added sig- 
nificance. In this connection we all may 
well recognize that in the public mind 
an industry may be judged by the be- 
havior of its worst minority rather than 
by its better elements. A cooperative 
attitude on the part of most utilities 
might be nullified in its effect on public 
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relations by the behavior of the unrecon- 
structed few. 

In conclusion, there will be little dis- 
pute that electric and gas utilities have 
made great strides in technical, engineer- 
ing accomplishments. As the public has 
become more aware of these technical 
feats, it has become more conscious of 
the public functions that are thus served. 
The challenge at the present time is to 
bring the economic and public relations 
of these industries abreast of their tech- 
nical advances. ‘To meet this challenge 
in my judgment requires a continual test- 
ing of aims and methods. And the stand- 
ards for this testing are no longer those 
appropriate to an industry regarded 
merely as a private function affected 
with a public interest. Rather these 
standards are derived from a growing 
belief that electric and gas services con- 
stitute public functions entrusted during 
good behavior to private capital. 





Depreciation Principles 
(Continued from page 522) 


not even be judged (much less deter- 
mined) for a considerable proportion of 
what may ultimately prove to have been 
the property’s actual service life. I em- 
phasize the words “realized” and “com- 
pleted” because until the basis of account- 
ing is changed to record changes in value 
the accountant’s recording is merely an 
allowance in anticipation of losses which 
become realized in the future. I empha- 
size the word “interim” because that is 
the nature of his provision until the loss 
becomes realized. 

Third, ideally the accountant’s task, 
despite the difficulties of estimating, is to 
apportion the cost of the facilities being 
consumed in service over the useful life 
of those facilities. I say “ideally” because 
at least two important characteristics of 
property consumption must be _ recog- 
nized. First is the fact that the appor- 
tionment technique is an estimating prob- 
lem and the estimates of useful lives may 
prove to be too short or too long. The 
erroneous estimate does not alter the es- 
sential nature of the property as a long- 
term cost of operation. Secondly, the 
factor of obsolescence often operates to 
justify the junking of property before 
the end of its physical life because a sub- 
stitute facility produces sufficiently lower 
overall costs even after allowing for an 
amortization of the unused part of the 


superseded property. Proration of the 
unprovided for loss of the superseded 
facility after its retirement may thus be 
both proper and in keeping with the rea- 
sons creating the realized loss. 

Fourth, the accountant’s recordings of 
annual provisions in anticipation of prop- 
erty consumption, and the balances in his 
reserves, do not purport to measure the 
loss occurring during the year or accrued 
to date for the purposes of determining 
the value of property in the rate making 
sense. 

Perhaps some of you have done as I 
have—read the expressions of our prede- 
cessors who have grappled with this diffi- 
cult problem. I draw solace from the 
fact that they too had their differences 
of opinion. Much more can be said and 
will be said as to the proper principles of 
depreciation. Perhaps Frank R. Ford of 
Ford, Bacon and Davis gave the truth 
of the matter, insofar as it concerns the 
utility accountant of today, when he 
wrote in 1910, after a thorough analysis 
of the subject, “After all is said, the 
treatment of depreciation is largely a 
financial problem.” The wise path for 
all concerned in utility accounting to 
select in finding our way through the 
conflicting theories about depreciation, 
may be the one suggested by the state- 
ment. 
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Some Engineering Factors 
(Continued from page 530) 


practice of the universe, fundamental 
and otherwise, to the point where we 
have all but appointed a commission to 
supervise the rising and the setting of 
the sun, to shortly hear a demand that 
something be done about it. 

Second thought, of course, should im- 
mediately restore composure, for this 
Old World can still be reasonably 
trusted to defend itself against uncon- 
trolled swings to the theoretical limit 
in all basic matters, else it would have 
perished long since. 

I should like to suggest, however, that 
a reaction more profitable to the Indus- 
try as a whole, and to ourselves as well, 
would be a revitalization of the recog- 
nition of the essentially dynamic nature 
of the world and all that is therein; for 
this faith immediately gives us a true 
star to guide us in our further progress. 

If change is thus the normal environ- 
ment for life, then the judicious support 
and utilization of development is our 
only hope of continued existence. 

The Power Industry stands today as 
a shining example of the marvelous ac- 
complishments attainable by working in 
tune with this fundamental concept. 

Normal growth is still our legitimate 
heritage and our hope of the future. I 
trust we will not lose our birthright by 
drifting from the true path of progress 
through loss of confidence in our future. 
Let us not forget the faith of our foun- 
ders in these days of our majority. 


The E.E.I. and the TVA 
(Continued from page 544) 


Mr. Weapock: I would say yes. 

Rep. JENKINS: Mr. Chairman, I 
would like to read upon my own re- 
sponsibility, a statement from the last 
report made by TVA itself, to the Pres- 
ident of the United States. Here is what 
it says: 

Rep. Wotverton: After the rates 
had been fixed? 

Rep. JENKINS: Yes. It was sent to 
the President after theie had been a year 
and a half of default in reporting, after 
Congress compelled them to report. This 
is June 16, 1938: ; 

“Of the total investment in the Au- 
thority’s multiple purpose projects, the 
only definite portion that can be asso- 
ciated with any one purpose is the added 
costs made necessary by the inclusion of 
that purpose. Whether the required ad- 
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CONVENTIONS AND MEETINGS 


DECEMBER 
Prime Movers Committee, EEI Headquarters, New York, N. Y. 
Hydraulic Power Committee, EEI Headquarters, New York, N. Y. 
Second Annual Accounting Conference, EEI-AGA, Palmer House, Chicago, III. 


JANUARY, 1939 
American Society of Civil Engineers, New York, N. Y. 
American Society of Heating and Ventilating Engineers, Pittsburgh, Pa. 


American Institute of Electrical Engineers, New York, N. Y. 


FEBRUARY 
National Electrical Manufacturers Association, Waldorf-Astoria Hotel, New 


Electrical Equipment Committee, EEI, Statler Hotel, Buffalo, N. Y. 


Transmission and Distribution Committee, EEI, Sagamore Hotel, Rochester, 


APRIL 
Missouri Association of Public Utilities, Muehlebock Hotel, Kansas City, Mo. 


MAY 
Chamber of Commerce of the USA, Washington, D. C. 
National Fire Protection Association, Chicago, III. 


National Electrical Manufacturers Association, The Homestead, Hot Springs, 


National Electrical Wholesalers Association, The Homestead, Hot Springs, Va. 


JUNE 
EDISON ELECTRIC INSTITUTE, Waldorf-Astoria Hotel, New York, N. Y. 
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ditional expenditures is warranted is a 
question of policy, necessitating the con- 
sideration of many factors, relative im- 
portance of which cannot always be de- 
termined by a common unit of measure- 
ment. The problem is one of judgment 
rather than scientific calculation.” 
Mr. Bippte: That is right. 


Rep.. JENKINS: That is what they 
say themselves, and what would they 
know five years before that, if they didn’t 
know anything last June. 

Rep. Wotverton: I sought to get 
the same information from Mr. Lilien- 
thal when he was on the stand in Knox- 
ville, and I haven’t gotten it yet. 





Highlights of Commercial Committees 
(Continued from page 547) 


to the estimates that the campaign was 
considered an outstanding success. 

It gave assurance to the Manufac- 
turer Group contributing to the fund 
that the Modern Kitchen Program 
should be continued for 1939. 

Information on the subject of the 
1939 program appeared in the Novem- 
ber issue of the BULLETIN, but it should 
be recorded here that the following ac- 
tivities will be included: an all-electric 
kitchen campaign with promotional and 
advertising material for utilities and 
dealers interested in ensemble selling. 
There will be a series of five advertise- 
ments in the Saturday Evening Post. 
There will be a refrigerator campaign 
offering tested sales ideas and promo- 


tional materials, and a water heating 
campaign with contests for utility repre- 
sentatives and appliance dealers. The 
purpose of the latter is to encourage 
point-of-sale promotion. The innovation 
feature is the inclusion of electric roast- 
ers under Modern Kitchen Bureau pro- 
motion with national advertising and 
aggressive selling. 

Readers of magazines will find a 
“Guess Again” headline which will lead 
to the thought that “electric cooking 
costs but half as much as you think.” 


Annual Sales Conference 


The week of March 20, has been set 


for the Sixth Annual Sales Conference * 


to be held at Chicago. 
grams will be distributed. 


Advance pro- 
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